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THE FOUNDATION FOR ~ 
DISARMAMENT 


HERE is general recognition that we have reached a 

crisis in international affairs. Newspapers and poli- 
ticians alike assert that on the issue of the Disarmament 
Conference and the Manchurian deadlock will depend the 
question whether there is to be a strengthening of the 
system of international relations represented by the League 
of Nations and the Kellogg Pact, or a new race of competitive 
armaments which is bound to end in another and more 
destructive world war. It is true that we are confronted 
by a peculiarly complex set of problems at the moment, 
and that the difficulty of solving them is aggravated by the 
economic depression in which the world is sunk. But we 
are not inclined to take a tragic view. What is certain is 
that the European system represented by the Treaty of 
Versailles and the French military predominance in Europe 
is coming to an end. But we are not sure that something 
more durable and stable will not come into being, amid 
alarums and excursions, in its place. It is not the purpose 
of this article to discuss the technical problems before the 
Disarmament Conference, which are changing every hour as 
one plan after another is put forward by the Powers. It 
is rather, in continuation of an earlier article,* to try to set 
forth in a perspective which goes back to 1913 the political 
realities which are the foundations upon which alone a 
solution of the disarmament problem can be based and a 
permanent system of international peace reared. 


I. Tue Pre-War SysTEM AND THE Paris SETTLEMENT 


HE essence of the pre-war international situation was 
anarchy—caused by the claim of all nations to exercise 
a lawless sovereignty. The world was divided into a number 
* See Tue Rounp Taste, No. 79, June 1930, p. 451. 
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of sovereign States, some of them liberal and democratic, 
like France and the United States, some of them dynastic 
and autocratic, like Germany and Russia, others medizval 
and, little affected by modern civilisation, like China or 
Persia. There were also the colonies and dependencies, 
mostly in the East or in Africa, which sovereign States 
had acquired. There was no system of international 
conference, no concert of Europe or of the world. Inter- 
national law, so called, recognised war as the inevitable 
method of settling disputes when diplomacy failed. In the 
West rapid industrialisation on the basis of private enter- 
prise was in progress. Great Britain still clung to free 
trade, because, as the first of the great industrial Powers, 
she exchanged her manufactured products with the whole 
world in return for raw materials and foodstuffs, developed 
largely by her own surplus capital. Most of the other 
Western nations were moderately. protectionist, in order to 
secure their own domestic markets for their own nascent 
industrialism and, with the exception of Germany, they 
hardly thought of competing for world trade. In this inter- 
national anarchy every State inevitably relied upon its own 
armaments, and on alliances with its neighbours, as the 
means of self-defence or of promoting its own ends. Yet as 
political and economic adjustments became more and more 
necessary in a rapidly changing world, it became ever more 
difficult to bring them about by diplomacy. As democracy 
threatened the old autocracies, as minor nationalities 
clamoured for the right of self-government and self- 
expression, as national rivalries intensified the competition 
for colonies and markets, for power and prestige, one 
nation after another increased its armaments either for the 
sake of security or to give force to its demands. The great 
commercial and financial corporations were usually more 
internationally minded than the governments and their 
general staffs, and on the whole they strove to prevent war, 
which, they saw, could only bring ruin in its train. But this 
competitive and lawless anarchy gradually produced such 
2 
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a state of diplomatic and military tension, that an accident, 
a mistake, or a minor provocation was enough to create a 
crisis that statesmen and diplomats were powerless to con- 
trol. So did the assassination of the Archduke Franz 
Ferdinand plunge first Europe, then Asia and Africa, and then 
most of America into the greatest war of all time in 1914. 

Two leading ideas, coming mainly from the United 
States and the British Commonwealth, emerged during 
the agony of the conflict. The first was that any settle- 
ment, to be durable, must recognise the idea of self- 
determination—that all civilised peoples who wished to do 
so ought to be free to govern themselves, preferably as demc- 
cracies. ‘The second was that, unless world war was to 
recur constantly, international anarchy must be ended by 
the creation of a permanent league of all nations, pledged 
to regular conference, to the solution of international prob- 
lems and disputes by resort to a pacific machinery of 
settlement, instead of by resort to war, and to collective 
action against any nation which went to war in defiance 
of those obligations. ‘These ideas bore fruit in Paris, the 
first in the creation of a number of new States, the second 
in the Covenant of the League of Nations—the beginnings 
of the world constitution which is destined ultimately to 
come into being. 

Unfortunately, though almost inevitably, the effective 
operation of these ideas was defeated by the passions 
aroused by the war itself. In the first place, the Treaty 
settlement was imposed by force and’ without any real 
consent, and it contained temporary provisions keeping it 
in force for the unduly lorig period of fifteen years. In 
the second place, though the new frontiers were immeasur- 
ably better than the old and gave freedom to every nationality, 
the new alignments were to some extent unwise and biased, 
and all Germany’s overseas possessions were taken away. 
In the third place, the settlement paid no adequate attention 
to economic realities, partly because it created claims for 
payments, both national and international, in respect of 

A2 3 





The Foundation for Disarmament 


reparations and war debts, which were impossibly large, 
and partly because it made no provision whatever for a 
limitation in the barriers to international -trade which 
were the inevitable result of higher tariffs and the creation 
of new and highly protectionist States. 

It seems to have been expected that the stability of the 
new order would be assured partly by its inherent merits, 
and partly by the Covenant of the League of Nations, 
which, while making general provision, in Article 19, for 
the revision, through the Assembly, of treaties which 
were unjust or out of date, forbade any attempt to 
settle disputes by war, except after recourse to the machi- 
nery of the League, and provided, in Article 16, for 
an economic boycott by all members of the League of 
any State which went to war in defiance of the Covenant. 
In order, however, to remove the anxiety of France and to 
give yet more stability to the peace settlement, the Anglo- 
American treaty of guarantee to France was drawn up, 
whereby Great Britain (not the Dominions) and the United 
States undertook “‘ to come immediately to her assistance 


in the event of any unprovoked movement of aggression 
being made against her by Germany.’ ‘This guarantee was 
to continue until the Council of the League “‘ agrees that 
the League itself affords sufficient protection.” 


Il.—Tue Last Twetve Years 


HE Paris settlement, therefore, was a consistent 

whole which aimed at bringing into’ being a new 
world order, whereby, after a period of stability, defects 
in the Peace Treaties and new anomalies arising from the 
unceasing activities of mankind, could be remedied, not as 
in the past by war, but by rational processes based on 
justice, under the guarantee and supervision of a body 
representing the whole of mankind. Whether the system 
conceived at Paris could ever have been made to work is 
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a matter of opinion, but in practice it was never brought 
into being. The history of the last thirteen years and 
the fundamental problems that confront us to-day are the 
consequence of its breakdown, and they centre around the 
efforts which have been made to find a new and more prac- 
tical basis for international relations. It broke down, in 
the first place, because the largest and most powerful State 
in the world, the United States, reverting to the funda- 
mental tradition which had governed her foreign policy ever 
since 1787, rejected not only the League and the treaty of 
guarantee to France, but all co-operation with Europe under 
the Treaty of Versailles, and in a lesser degree because 
Russia had arrayed herself against Western civilisation, 
including the League of Nations. And it broke down, 
secondly, because of the inexorable operation of economic 
laws which have been disregarded from 1919 onwards. If 
we are to understand the fundamental problems that con- 
front us to-day, we must trace the consequences of these 
facts and of the failure of the Peace Conference to grapple 
‘with economic realities. Let us then trace the history of 
these years under four heads: (a) the search for stability 
and security in Europe ; (b) Anglo-American relations and 
the freedom of the seas; (c) the Far East, and (d) the 
economic impasse. 


III. Tue Searcu ror STABILITY AND Security IN Europe 


T was inevitable that France, which had been success- 

fully invaded twice in fifty years, and had on the second 
occasion ejected the invaders only with the assistance of the 
British Commonwealth and the United States, and also such 
new hations as Poland and Czecho-Slovakia and Jugo- 
Slavia, which had been carved out of the old German, 
Austro-Hungarian or Russian Empires, should feel profound. 
dismay at the complete withdrawal of the United States 
both from Europe and the League, and at the lapse of the 
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Anglo-American treaty of guarantee as a result of its rejec- 
tion by the Senate. Not only did this action enormously 
weaken the direct guarantee behind the Treaties, and cor- 
respondingly hearten Germany and her associates, but it 
limited seriously the possibilities of the League, partly by 
depriving it of its most important single member, partly by 
throwing doubt upon the readiness and the power of Great 
Britain to act under Article 16 owing to uncertainty whether 
the United States would not regard such action as a viola- 
tion of her own doctrine of the freedom of the seas. The 
policy of France, therefore, was from that time onward 
almost wholly preoccupied with the endeavour to construct 
an alternative system for the purpose of guaranteeing the 
stability of the Versailles Settlement and her own security. 
The inviolability of every article of the Treaties became the 
first article of her policy, and instead of the relatively 
flexible system of the Covenant and the Anglo-American 
treaty, she relied on the armaments of Belgium, Czecho- 
Slovakia, Poland and Rumania. A series of treaties between 
herself and these four countries were signed in 1920, 1924, 
1921, and 1927 respectively. They amounted to military 
alliances, whereby disarmed Germany, Austria, Hungary 
and Bulgaria were encircled by a military combination of 
irresistible strength, capable at any time of enforcing com- 
pliance with the Treaties of Peace. This military machinery 
for the enforcement of the Versailles system she brought 
into operation in 1923, despite the protests of Great Britain, 
when the French armies marched into the Ruhr to prove to 
Germany that she could not hope to nullify the Treaty 
settlement, and to make her comply with her reparation 
obligations. 

But while the Ruhr expedition succeeded in a military 
sense, its failure from an economic standpoint, the pressure 
of world opinion, and a dawning recognition.that a great 
Power like Germany could not be kept in permanent 
subordination, and that the emergence of Russia, or the 


opposition of a revitalised Italy would inevitably eventually 
6 





Search for Stability and Security in Europe 


create a balance of power in place of a French prepon- 
derance in Europe, resulted in a period of attempted 
appeasement. Repeated efforts were made to devise 
an alternative to the Versailles system. In 1924 France 
and her associates proposed the Geneva Protocol, em- 
bodying the popular formula, arbitration, security, dis- 
armament. But the Protocol implied a new military 
guarantee by Great Britain against any revision of the whole 
Treaty settlement by force, and failed on the refusal of 
Great Britain to enter into further military commitments 
of this kind. 

The Protocol of 1924 was followed by the Locarno 
Treaties of 1925. These Treaties were prefaced by 
definite statements by Sir Austen Chamberlain, then 
Foreign Secretary, that Great Britain could in no circum- 
stances give any guarantees about eastern Europe beyond 
those which were contained in the Covenant itself. The 
treaties themselves were of two kinds. By the first 
Germany agreed with France, Belgium, Poland and 
Czecho-Slovakia that war should be ruled out entirely as a 
method of settling disputes, and that arbitration (or 
conciliation) should be substituted. By the second Great 
Britain (but not the Dominions) guaranteed the inviola- 
bility of the German-Belgian and German-French frontiers, 
and also the demiliturised zone in the Rhineland, and 
further undertook, if the Council of the League should be 
satisfied that a violation of the Treaty or the demilitarised 
zone had been committed, “to come immediately to the 
assistance” of the aggrieved Power, and, “in case of a 
flagrant violation,” to do so without waiting for the Council 
of the League to act. Germany, at the same time, joined 
the League of Nations. 

The Locarno agreements promised, for a time, to lead 
to an appeasement in Europe. The policy of “ fulfilment ” 
under Stresemann, coupled with the response of M, Briand 
and Sir Austen Chamberlain, restored Germany to the 
comity of European nations and paved the way both 
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for the evacuation of the Rhineland in 1929-30, and for 
considerable reductions in the size of the French army. 
But it did not lead to a real reconciliation with Germany 
because it did not lead to a solution of the reparation 
and war debts problems, or to a reduction of tariffs, or 
to a reconsideration of those features of the Treaties of 
Peace which were particularly obnoxious to the ex-enemy 
Powers, especially the Polish corridor and the Silesian 
and Hungarian frontiers.. Nor did it fundamentally allay 
the fears of France and her allies, who were not prepared 
to consider revision and came to regard the Locarno 
Treaty as of little value on the ground that the Council 
of the League would be sure to absolve Great Britain 
from the liability to take immediate military action. In 
fact, despite Locarno, the complete military domination 
of France and her allies, as the “ sanction ” behind the 
Treaty settlement, was preserved intact. Gradually but 
inevitably, the “ spirit of Locarno” died. Italy withdrew 
to a position of isolation and of hostility to France, both 
in the Balkans and the Mediterranean. The demand for 
“equality,” for the cancellation of reparations, and for the 
revision of the Treaties in eastern Europe grew more 
insistent in Germany, until it culminated in elections at 
which immense numbers of votes were polled by Hitler, 
in the overthrow of the Briining combination, and the 
installation of the frankly non-parliamentary “ presidial ” 
Government under Chancellor von Papen, an act which 
began to reawaken anxiety in other countries lest the 
spirit of the old Imperial Germany should regain con- 
trol. The von Papen Government formally demanded 
that a status of “equality” should be recognised by 
fulfilment by the allies of the declarations about eventual 
disarmament which M. Clemenceau made in his letter to 
the German delegation to the Peace Conference, as the 
only alternative to re-armament. Such a status, which, 
while it does not imply exact equality of armaments 


between France and Germany, does imply the end of that 
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irresistible military preponderance by France and her allies 
as the guarantee of the Peace Treaties, which has been the 
centre of the European system since 1919, and will in- 
evitably lead to a revision of the Treaties, in so far as eastern 
Europe is concerned, either by consent or by force. 
We are clearly now on the verge of a new order in Europe. 


IV. Great Britain AND THE Unitep STATES 


HE rejection of the League of Nations and the treaty 

of guarantee by the United States placed Great 
Britain in a position of great difficulty, because she did 
not know the attitude of the United States, and this 
made it impossible for her to fulfil whole-heartedly her 
obligations under Article 16 of the Covenant—an article 
which provided international security against an aggressor 
and alone could make a general disarmament agreement 
possible. The primary principle of American foreign policy 
for 150 years had been to keep out of “ European entangle- 
ments.” Hardly less important had been their opposition 
to the British doctrine of the right of belligerents to interfere 
with neutral ships in order to search for or confiscate 
contraband of war. If the United States had joined the 
League of Nations this problem would have been largely 
solved by the Covenant itself, for American, like British, 
sea power would then have been the ultimate sanction 
behind the pacific system embodied in the Covenant, and 
when the Covenant had been broken there would have 
been no such thing as a neutral. When the United States 
rejected the League and reverted to isolation, however, 
not only was Great Britain uncertain whether she would 
regard action by the British Navy, say, against a Germany 
violating the Covenant, as a challenge to her own doctrine 
of “the freedom of the seas,” but public opinion in the 
United States had begun to demand a navy strong enough 
to enforce observance by belligerents of that doctrine. 
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The incipient tension between Great Britain and the 
United States was relaxed by the Washington Treaties 
of 1921-22, in which the principle of equality was accepted 
as between the British and the American navies, a large 
number of superfluous ships of war were scrapped and 
tonnage limits fixed for the capital ships of all naval 
Powers, including Japan, France and Italy. The principle 
of equality was not specifically worked out in the case 
of cruisers, with the result that a series of acrimonious 
disputes arose in later years about the cruiser building 
programme of the two countries and of Japan, which were 
only composed by the naval treaties drawn up at the 
London Conference of 1930, which settled the various 
issues until 1936. None of these treaties, however, covered 
the cruisers and submarines of the French and Italian 
navies, and the Anglo-American and Japanese agreements 
may be upset at any time by a new naval programme 
being adopted by these Powers. 

Nor did the Washington Conference discuss the problem 
of “the freedom of the seas” and its bearing on the 
Covenant of the League. The whole question remained 
in suspense until, mainly on the initiative of the United 
States, the Pact of Paris, better known as the Briand- 
Kellogg Pact, was signed by practically all the nations of 
the world, including both Russia and the United States. 
By that Pact the signatories declared that “‘ they condemn 
recourse to war for the solution of international con- 
troversies and renounce it as an instrument of national 
policy in their relations with one another,” and they 
agreed “that the settlement or solution of all disputes 
or conflicts, of whatever nature or of whatever origin 
they may be, which may arise among them shall never be 
sought except by pacific means.” Though the Kellogg 
Pact created no machinery to ensure observance of its 
provisions, and though it has been held not to preclude 
the inherent right of self-defence, its ratification in effect 
ended the isolation of the United States, and made her 
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participation inevitable in all international discussions 
when there was an actual or possible breach of the Pact. 
The principle of American participation in such consulta- 
tion was set forth by Mr. Stimson, the American Secretary 
of State, in August last, in an address to the Council on 
Foreign Relations, in which he also stated* that 


the Pact had changed the whole doctrine of neutrality. War was 
no longer the concern only of the nations engaged in it, but of every 
nation in the world. The Pact had provided a means for mobilising 
the opinion of the world against war, and although there was no 
provision in it for consultation between neutrals, consultation was 
implicit both in the Pact itself and in the use which had been made 
of it in the disputes between Soviet Russia and China in 1929, and 
between Japan and China in 1931. 


Mr. Stimson went on to add that the Pact and the Covenant 
marked a revolution in international law, in so far as it 
related to war, and that the principle of consultation under 
the Pact could be taken as a permanent element in American 
foreign policy because both the great party organisations 
had recently embodied it in their programmes. 


Although, so far as is known, no discussions have taken 
place as to how the Kellogg Pact affects action under 
the Covenant of the League or the Locarno Treaties, 
and though Mr. Stimson made it clear that the sanc- 
tion upon which he relied was the mobilisation of 
world opinion and not the specific economic sanctions 
contemplated against an aggressor under Article 16, the 
way is clearly open for a fresh consideration of the whole 
problem of what common action can be taken by the world 
collectively, and especially by the British Commonwealth 
and the United States—the two great sea Powers—to 
prevent war, to bring it to an end if it breaks out, and to 
create that collective “security” against an aggressor 
State, which is the necessary condition of a real and per- 
manent reduction of armaments. 


* Tue Rounp Taste, No. 88, September 1932, p. 701. 
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V. Tue Far East 


HE Paris Peace Conference was only able to pay 
cursory attention to the Far Eastern theatre of war, 
though it allotted Germany’s rights in Shantung to Japan, 
and the German islands in the northern and southern 
Pacific respectively to Japan and the British Empire, 
under mandate from the League of Nations. The real 
settlement of the Far East took place at the Washington 
Conference of 1921-22. The elements in that settlement 
were four. In the first place, the Anglo-Japanese alliance, 
which had guaranteed Japan against war in the Far East, 
or interference from Europe, since 1904, and had enabled 
Great Britain to mobilise the whole of her fighting fleet 
in home waters as the German navy increased, was allowed 
to lapse. In the second place, Shantung was restored to 
China, and all the Pacific Powers, including the United 
States, Japan, the British Empire and France, by treaty 
undertook to “ respect the sovereignty, the independence, 
and the territorial and administrative integrity of China, 
to provide the fullest and most unembarrassed oppor- 
tunity to China to develop and maintain for herself an 
effective and stable government,” and to establish and 
maintain “the principle of equal opportunity for the 
commerce and industry of all nations throughout the 
territory of China.” ‘ China” was recognised to include 
Manchuria. In the third place, a limitation of naval arma- 
ments and fortifications in the Pacific which was accepted 
by the British Empire, the United States and Japan, gives 
to each effective control of its own zone and makes it 
impossible for any navy to attack the others effectively. 
In the fourth place, the Powers agreed to consult together 
in the event of controversy between themselves or of a 
threat of aggression by any other Power. 
These treaties, with some naval modifications made in 
12 
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1930, successfully preserved the peace in the Far East 
until the Manchurian crisis in 1931. That crisis is dis- 
cussed elsewhere.* It had, however, the important effect 
of bringing about a close association between the United 
States and the League of Nations in order to secure 
common international action under the Covenant and the 
Kellogg Pact in defence of the Nine and Four-Power 
Treaties, in dealing with events in Shanghai and Man- 
churia, and in the appointment of the Lytton Commission. 
The principle of world consultation whenever a crisis 
threatening war and the sanctity of major treaties, even in 
the Far East, has to be dealt with seems now firmly estab- 
lished. It is the question as to whether such consultation 
will be effective as a force for the just and reasonable 
settlement of disputes by pacific means which gives such 
great importance to the forthcoming deliberations at 
Geneva on the Report of the Lytton Commission. 


VI. Reparations, War Dests anp Economics 


HE Peace Conference utterly failed to deal with 

the economic realities of the post-war world; it 
recognised without demur the new economic boundaries 
created by the high tariff succession States of Austria- 
Hungary, and the delegates went cheerfully home hugging 
claims for reparations and war debts running to astronomic 
figures. In this respect, too, the situation was rendered 
more acute by the refusal of the United States to co-operate 
under the Treaties. For the Treaty of Versailles, though 
imposing gigantic reparation obligations on Germany, 
provided for the creation of a Reparations Commission of 
five, on which the United States representative was expected 
to exercise an impartial influence and to have a casting 
vote. The Commission was instructed to assess the actual 
amount payable by Germany within two years, on the basis 

* See p. 65 
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of what it considered she could in fact pay. The with- 
drawal of the United States gave the chairmanship and the 
casting vote to France, and paralysed the intended working 
of the Commission. 

The economic consequences of the triumph of the ideas 
of 1919 were foreseen by many, but their warnings made 
but little impression upon public opinion. The indomitable 
energy of agriculturists, capitalists, business men and 
workers achieved miracles in making good the wastage of 
war, and in reconstructing industry and agriculture and 
reorganising distribution and exchange, so that within a 
few years of the armistice, the production not only of the 
world but of Europe exceeded the level of 1913 (the rise 
of population was II per cent., and of production 30 per 
cent.). But the barriers in the way of permanent recovery 
presented by tariffs, subsidies, war debts and reparations 
eventually had their inexorable effect. For a time the 
borrowings of prostrated countries, and later of Germany, 
from Great Britain and the United States, disguised what 
was really going on. But as nation after nation, in their 
efforts to make themselves self-sufficient, both in agriculture 
and manufacture, diverted capital and labour from natural 
economic channels into the development of industries of 
all kinds for the supply of which ample plant already existed 
elsewhere, subsidised the production of foodstuffs and raw 
materials within their own borders when world supplies 
were already excessive, and endeavoured to transfer, 
through the exchanges, the huge payments required by war 
debts and reparations, obligations which represented not 
economic construction but the devastation of the war, 
the economic balance of the world became more and more 
upset. Efforts were made to diminish the impedi- 
ments to trade at the International Financial Conference 
of 1920, and later at conferences held under the auspices of 
the League, but without practical result. The debts to 
the United States and Great Britain were scaled down from 
their nominal totals in 1922-25 ; the Dawes Committee 
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in 1924, and later the Young Committee in 1929, made 
some reductions in the reparation obligations that France 
in 1923 had marched into the Ruhr to enforce. But none 
of these measures were sufficient to remedy the funda- 
mental dislocation caused by the war, the peace settlement, 
and economic nationalism. As the dislocation became 
worse, nations hastened to protect themselves by yet higher 
tariffs, exchange restrictions and subsidies of all kinds, 
expedients which only aggravated the disease. As a result, 
during the last two years, we have witnessed the most 
prodigious economic collapse that history has recorded 
since the advent of the machine age. World prices for 
most staple commodities are below the cost of production, 
the international gold standard, so laboriously restored in 
1925, has gone, unemployment in every country has risen 
to heights previously unknown, and the economic structure 
of modern civilisation is clearly threatened with collapse. 
In this crisis reparations have at last been given a decent 
burial. It is inevitable that inter-allied debts should go the 
same way, because for every pound or dollar the national 
treasury receives, at least ten times as much is lost to 
trade. But the end is not yet in sight, for the reason 
that the capitalist and individualist system, which has 
raised the standard of living of the world so immensely in 
the last century, can only function properly if given a 
reasonable degree of freedom. Under the restrictions 
placed upon it by war taxation, war debts, and nationalist 
impediments to trade, the system itself is beginning to 
run down, with repercussions, political as well as economic, 
The Peace Conference created in the Covenant a means 
of abating political nationalism, and in the International 
Labour Office an institution whereby the standard of 
social protection for labour might be made uniform. 
It is obvious that, if the world is to recover, the nations 
must limit economic as well as political nationalism, 
They must create something like an economic covenant 
of nations, which would limit tariff barriers and sub- 
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sidies, as armaments should be limited, and impose 
certain minimum standards of international decency in 
economic affairs. 


VII. Conctiusion 


F the whole field of international policy during the past 

twenty years be surveyed, four broad conclusions seem 
to stand out. The first is that the ideals underlying the 
Covenant of the League of Nations and the Kellogg 
Pact are entirely sound, and that the peace and progress of 
mankind depend upon their practical realisation. The 
only alternative is international anarchy with its correla- 
tives, competition in armaments, peace settlements which 
are inherently unstable because they are imposed by force 
and therefore usually unwise and unjust, and periodically 
‘recurring world war. But if the Covenant and Kellogg 
Pact system is to prevail, it must prevail universally, in the 
Far East and South America no less than in Europe, and 
it must become indubitably clear that the nations mean to 
take effective common action to restrain aggressor nations 
which take the law into their own hands. Otherwise, no 
disarmament is possible, and competitive armaments will 
precipitate a new war. No doubt the validity of this new 
international system cannot be established all at once. 
Difficulties, too, arise from the fact that the sanctions 
behind the international system depend, in practice, mainly 
upon the British Empire and the United States, except in 
Europe, and there is as yet no clear understanding as to 
where the United States will stand, when violations of the 
Pact, and of international treaties to which she is a party, 
are in question. None the less, the first duty of any 
British foreign policy worthy of the name is to maintain 
the League and Kellogg Pact system, and, in association 
with the United States, to strengthen the collective action 
in support of it, upon which its effectiveness and a suc- 
cessful issue to the Disarmament Conference depend. 
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The second conclusion is that in Paris the League 
system became far too much enmeshed in the internal 
politics of Europe, with unfortunate results for both. On 
the. one hand, it led to the withdrawal of the United 
States from the League, on the ground that she was deter- 
mined not to be entangled in the vortex of internal European 
politics. On the other hand, it left Great Britain half in 
Europe and half out, thereby encouraging France and her 
associates to think that it would be possible to maintain 
permanently an irresistible military sanction behind the 
Treaties of Versailles, instead of setting to work to produce 
a reasonable and agreed equilibrium for Europe herself 
inside the larger League. It is essential alike for the 
development of the League and Kellogg Pact system and 
for the real pacification of Europe that both the United 
States and the British Empire should withdraw from the 
domestic politics of Europe, so that a regional European 
structure may come into being, with an interior stability 
of its own, because it would represent general consent and 
no longer would rely for its stability on outside guarantees, 
beyond the general guarantee afiorded to all States, 
members of the League and signatories of the Pact. This 
will involve a revision of the Locarno Treaty of Guarantee, 
for the clauses about the demilitarisation of the Rhineland 
cannot form part of a permanently pacified Europe, are 
dangerously ambiguous, and inspire no confidence in either 
France or Germany. Great Britain has a part to play ina 
regional European system, but that part should be based 
on realities tested by history, or the fact that she is actively 
interested in the maintenance of the integrity of Belgium 
and of France, but will not entangle herself or take part in 
struggles in which even these Powers may be involved, 
if they are concerned with other parts of Europe. 

The third conclusion is that any lasting solution of the 
European disarmament problem can only follow a recon- 
sideration of the Peace Treaties if it is voluntary and excludes 
nothing except the Western frontier of Europe, finally settled 
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at Locarno. For no permanent basis of peace can be found 
by trying to create guarantees behind imposed political 
settlements, which are not agreed upon and do not command 
general consent. The question of revision is inseparably 
intermingled with that of disarmament. France now 
realises that her real security depends on preventing 
the re-armament of Germany, and on substituting for 
the Treaty of Versailles equality in armaments which 
are in future to be defensive and not offensive in char- 
acter. But the guarantee against revision has hitherto 
been the military preponderance of France and her allies, 
and equality in armaments removes that guarantee. If 
the Disarmament Conference succeeds, it will only 
be because it has become accepted that, in the near 
future, the whole question of the revision of the eastern 
European frontiers is to be taken in hand, that this 
revision is to be effected by agreement and not by 
force, and that Great Britain and the other members 
of the League, and the United States under the Kellogg 
Pact, will regard attempts to bring about revision by 
force as a violation of these pacts. When this point has 
been reached, there will be good hope that Europe, though 
the negotiations may be long and difficult, will have taken 
the road to lasting stability and peace. 

The fourth conclusion is that all the political goodwill 
in the world will not achieve permanent stability unless 
the effects of economic nationalism are mitigated by 
international law. Nations, like social classes, cannot 
be expected to behave reasonably when they are suffering 
from poverty and unemployment caused by the economic 
action of others. Whatever the ultimate economic system 
may be, the immediate need is to restore the system 
of private enterprise, which worked such marvels in 
recent decades, to normal efficiency once more. The 
individualist system, whatever its defects, has not failed. 
If it were allowed to function freely once more, the world 


would begin to progress again as it did during the nine- 
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teenth century. The crisis of to-day is caused by politics, 
by political interference with economic freedom in the 
form of tariffs, excessive taxation, exchange restrictions, 
debts and subsidies, the results of which present gratuitous 
evidence to those who seek to remedy them by revolu- 
tionary action. It can be ended by removing these 
political impediments. If we are to move forward, 
the immense gap in the international system created 
by the Covenant and the Kellogg Pact must be filled. 
The nations must recognise that the mad pursuit of 
national self-sufficiency and economic nationalism is 
involving all alike in ruin, exactly as did the pursuit of 
national security by means of armaments and political 
nationalism before the war. It is essential that limits should 
be put to international barriers to trade, that nations should 
recognise that they must not take economic action cal- 
culated to damage or ruin their neighbours, without 
conference and consideration, and that their primary 
common interest is, by common action, to promote the 
prosperity of the world as a whole. Is it too late for an 
economic covenant among the nations to take its place 
alongside the political and the labour covenants already 
in being ? 

In all political affairs it is necessary to take into account 
both the long and the short view. No attempt has been 
made in this article to consider what the next move in the 
great series of disarmament, political and economic con- 
ferences now taking place should be. But just as the earlier 
series of conferences which have met since 1919 failed 
because the delegates were usually concerned to deal with 
the immediate difficulty rather than to consider first prin- 
ciples, so to-day what is most needed is to discover the 
foundations upon which permanent settlements can be 
safely based. The justification of this article is that 
it attempts to make such a survey. 
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Later——Since this article was written, the French 
plan for disarmament has been proposed. It is too early 
as yet to judge of the international reactions, or of the 
merits of the plan itself. But this can be said immediately. 
It takes one vital step forward, for it appears to concede the 
principle both of equality and of revision. It is no longer 
based upon the unequivocal maintenance of the whole 
treaty settlement. As such, we may welcome it, as the 
most important advance towards lasting peace made in 
recent years. But to be effective it must also, we think, 
recognise that the permanent basis of European peace 
cannot be a regional pact designed to maintain a settle- 
ment which satisfies only half of Europe. It must be a 
pact to maintain a settlement representing general consent. 
For consent is the only guarantee which will last. 

Sir John Simon’s speech of November Io also repre- 
sents a step forward, for it recognises fully the German 
claim to equality, though it rightly stresses the fact 
that tosecure equality in practicea reaffirmation by Germany 
of her willingness not to attempt to revise the treaties 
by war is required, in order to dispel the suspicions raised 
in the rest of Europe by the extravagances of the Hitler 
movement and the speeches of General von Schleicher. 
Both the French and the British statements also imply 
that the solution of the problem cannot be made to depend 
upon further guarantees by Great Britain or the United 
States. ‘Though we are by no means out of the wood, and 
it is not yet certain that Germany will return to the Dis- 
armament Conference, the events of the last few weeks 
certainly give ground for renewed hope. 





THE TASK OF THE WORLD 
ECONOMIC CONFERENCE 


I. INrRoDUCTION 


HERE is some reason to hope—at any rate the world 

for whatever reason is beginning to hope—that the 
greatest financial and economic depression ever experienced 
has reached its nadir. Perhaps human minds must neces- 
sarily react after a time from unrelieved gloom. Perhaps 
like other toxins the toxin of the crisis produces auto- 
matically its anti-toxin. The improvement, it is true, is 
as yet apparent mainly in the stock exchanges, where 
psychological influences have a free field, often without 
much regard to actual developments in the outside world. 
Nevertheless it is a suitable moment to take a bird’s-eye 
view over the stricken field and to see if one can descry 
any fresh movement of life. 

If one is to express an opinion cf any value as to the 
future course of events—and none of us, not even the wisest 
economist, can see beyond a few steps into the future— 
one must obviously hold some view as to the fundamental 
causes which have brought the world to the present pass. 
The public in general may well be excused for being 
bewildered. Some authorities tell them the disaster is 
due to the scarcity of gold; others to its maldistribution ; 
others again see its origin in a greatly increased power in 
many directions of wealth production, or in other words, 
believe that there is scarcity because there is too great 
plenty ; the Labour party again, whose reactions to an 
infinitely complex world are usually of a simple anthropo- 
morphic character, have fixed upon the bankers as the all- 
powerful instruments of the Satanic will. To all those 
who wish to study in some detail the origins or the course 
of the crisis the writer would recommend the informing 
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and comprehensive volumes: The Course and Phases of the 
World Economic Depression, and The World Economic 
Survey, recently published by the League of Nations. 
They well illustrate the complex and baffling nature of 
the problem—or rather the whole series of problems— 
with which the world is faced, and they must convince 
any reader whose mind is not encrusted with prejudice 
that a solution must ultimately depend far more on the 
daily and hourly efforts of multitudes of individuals and 
institutions all over the world to adjust themselves to the 
new economic conditions which press upon them, than on 
any conscious decisions or actions of governments. In 
these few pages the writer can do no more than sketch 
with the broadest brush his view of the fundamental 
influences at work. 

At bottom the causes of the crisis are not economic— 
not even monetary—but political. The crisis springs 
directly from the war of 1914-18 and from the post-war 
policy (the antithesis of mutual self-help) pursued by the 
leading nations. It is in its origin essentially a political 
crisis. The pressure of circumstances forces the whole 
financial and business world year by year more and more to 
attempt to transcend national boundaries ; such a process 
is spontaneous and inevitable; it is indeed the only way 
to attain that material prosperity which, granted political 
peace and stable economic conditions, now lies open to all 
countries and peoples. The process leads necessarily to 
the growth of a delicate and complex system of international 
credit, and indeed of international economic and financial 
relations. In the most favourable circumstances and with 
the wisest co-operation that system will suffer from ups 
and downs, from severe stresses and strains, and it will 
without question be smashed—as it has been smashed—by 
great wars and enduring national animosities. It is then 
that, as a climax of misfortune, the instability resulting 
from the rupture of all these ties forces each nation back 
on itself. Its neighbours appear to be the culprits and, in 
the attempt of each at self-defence, the international 
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mechanism is still further damaged and the economic and 
financial world thrust still further down into chaos. 

We have in fact reached the moment when we must all 
make our choice. If we cannot forgo the luxury of national 
hatreds, national distrusts and selfishness, then we must 
limit our prosperity and our standard of living to that which 
each nation, living more or less to itself, can achieve. If 
we wish to secure the far higher standard which should be 
within our reach we must all live at peace. 


II. Tue Causes oF THE Crisis 


F the world is to proceed on a more or less even keel, 

disturbed only by the normal instability of the trade 
cycle, then international trade and commerce must be 
reasonably free, the production of each nation be more or 
less in equilibrium with the demand, internal and external, 
the relative position of the creditor and debtor nations only 
change to that moderate degree to which the world can in 
any brief interval of time adapt itself, and monetary and 
credit fluctuations must be reduced to a minimum. All 
the great nations must either be attached to a single inter- 
national monetary standard and have sufficient internal 
elasticity to adjust to it their interest rates, price levels 
and money incomes, or, if they have—as, for instance, we 
have now—their own domestic currency, they must make 
every effort to keep the fluctuations in its value relative to 
that of other currencies within the smallest limits. 

To use other words, nations must, in general, advance 
step by step together, the changes in their relative con- 
ditions not being too sudden and abnormal. Changes in 
relative economic strength must no doubt be constantly 
proceeding. Some countries will be falling back and 
others coming to the fore. Some will no doubt be richer 
than others; some will accumulate day by day a credit 
balance in respect of their claims on other nations, as 
against the claims of others on themselves, and these others 
will face a debit balance which they must temporarily 
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adjust by long or short loans or by shipment of gold. 
But obviously these inequalities must be kept within 
comparatively narrow limits and nations must proceed on 
the basis of buying from and selling to one another rather 
than of borrowing or lending. For a nation with a balance 
of claims in its favour against other nations must either 
lend an equivalent sum back to the debtors or take payment 
in gold. If the balance becomes too large, either course 
must end in disaster. The second course will quickly 
destroy the international monetary standard ; the first will 
merely postpone the day of reckoning. Nations, like 
individuals, must restrict their borrowings within the 
limits of what they can use to produce the means of paying 
interest and redemption, and these limits it is only too easy 
for a nation to overstep. If they are generally over- 
stepped, then a crisis matures which, through a fall of prices 
and general profound economic disturbances, adds enor- 
mously to the burden and makes an indebtedness suddenly 
become intolerable which, had no crisis intervened, might 
have been supported. 

All this gradual process of change and adjustment which 
had been proceeding during many years before the war, 
and under which the world was rapidly increasing in 
wealth, was smashed to pieces by the war. While the 
belligerent nations were building up to an unparalleled 
degree industrial plant required for the war, part of which 
could later be turned to peaceful uses, and were also 
stimulating as far as possible their production of food and 
raw material, the neutral nations were also engaged in 
developing production in directions of which they before 
had never thought. The world found, therefore, at the 
end of the war its equilibrium as regards production 
entirely disorganised, and for various reasons has never 
yet recovered it. 

The war left many nations impoverished, but one, the 
United States, much richer, at least in its claims on other 
countries, having been transformed in a few short years 
from a country heavily in debt to the rest of the world to 
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one heavily in credit. Not only had they during the war 
collected large supplies of gold, but this process continued 
afterwards. ‘Their huge surplus of exports over imports, 
which had its origin in war necessities, lasted for years 
afterwards. Now it is possible that, given the most 
far-sighted wisdom on the part of the world’s rulers, the 
great disequilibrium caused by the war might have been 
overcome and the main countries brought once more to 
advance more or less step by step, had international trade 
and competition been freed and tariffs lowered, had price 
levels and internal economic conditions been able freely to 
adjust themselves to the new conditions, and had inter- 
national indebtedness been kept within moderate limits. 
But the course of affairs was wholly different. ‘Tariffs 
were raised ; internal conditions were found to be more rigid 
than before the war, and above all, the already great dis- 
equilibrium between the creditor and debtor countries 
received a staggering intensification by the insistence on 
huge reparations and on the payment of war debts. Let 
us very briefly trace the chief consequences. First were 
the consequences of the war and the American Govern- 
ment’s policy as to war debts on the United States, and 
through them on the world. The United States, not 
taking goods freely, balanced their account by lending large 
sums to debtor countries at high interest rates rather than 
by buying goods from them. In the first years after the 
war, these loans were mainly to non-European countries— 
é.g., South America—and encouraged an extension of credit 
there, and an increased production of food and raw 
materials. London also continued, though on a much 
smaller scale, its pre-war foreign lending. The non- 
European debtor countries thus developed the habit of 
basing their economy on a continuous receipt of foreign 
loans. Meanwhile, Germany and some other European 
countries had suffered from an enormous inflation of 
currency due partly to the pressure of reparation payments 
and all the concomitant political troubles, and had in 
consequence been drained of a large part of their internal 
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working capital. Into this vacuum the United States (and 
to a less extent, Great Britain and other creditor countries) 
began to pour loans, short and long, and during the years 
1925-29, Europe equally showed a great increase of produc- 
tion and prosperity, and European conditions also were 
largely based on a constant receipt of loans. 

All this while, however, the gold accumulated in the 
United States during and after the war had been working 
out its effects in a vast extension of credit, which caused a 
huge security boom. American investors, finding what 
appeared to be greater opportunities of profit at home than 
abroad, began to lose interest in foreign loans, and simul- 
taneously investors throughout the world, drawn towards 
the huge and apparently profitable speculation in New 
York, transferred very large sums from their own countries 
to the United States. This double strain on the debtor 
countries, which relied on a large import of capital to 
balance their account, produced a crisis, and the fall of 
prices began, first in South America and other raw material 
countries, and then in Europe. A few months more and 
the American boom itself collapsed, with the effects of a 
great restriction of American prosperity and a tremendous 
fall in American requirements in the way of foreign raw 
materials, which naturally fell much further in price. This 
was a second and still more staggering blow to the world, 
and particularly to the raw material and food-producing 
countries. 

Several other events conspired to deepen the confusion. 
The strain on all gold countries, creditor and debtor, had 
been intensified, not only by the drain towards the United 
States owing to the boom, but by the still more severe 
drain towards France due to the repatriation of French 
balances sent abroad during the currency depreciation. 

Moreover, accompanying these huge swings of capital 
backward and forward from country to country in post-war 
years, there had been a rapid cheapening of thie cost, par- 
ticularly of agricultural production, which would probably 
in any case have brought a considerable fall in prices. An 
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accumulation of difficulties, therefore, fell upon the raw 
material and food-producing countries. They found the 
burden of their debts, which in some cases even before 
the fall of prices were too large, growing heavier and heavier, 
while the value of their exports fell enormously as a result 
mainly of the crisis itself, but partly also of other and more 
permanent causes. 

As the depression deepened, all prices fell steeply, and 
when finally an acute financial crisis supervened on the 
economic and industrial crisis, all debtor countries, and 
particularly Germany, with its huge short-term debt, were 
overwhelmed with difficulties, which they had no means of 
surmounting. 

The main cause of this unparalleled crisis was not, there- 
fore, the shortage of gold, nor was it reckless international 
lending in the form of long and short loans by bankers. 
It was the profound inequality between one nation and 
another produced by the war and greatly exaggerated by 
the post-war policy of reparations, war debts and tariffs, 
which led to the equal but contrary disasters of vast credit 
inflation in the United States, because of their unbalanced 
creditor position, and equally vast currency depreciations in 
Germany and elsewhere, because of her unbalanced debtor 
position. These instances of fundamental disequilibrium 
were masked, in the case of central Europe on the one 
hand, and the raw material-producing debtor countries on 
the other, by the process of lending and borrowing in place 
of increased buying and selling. 

It is easy to see now that only a great increase in inter- 
national trade, so great that it could hardly be anticipated, 
could have rendered the burden of some, at any rate, of the 
debtor countries tolerable. What no single human being 
could, or at least did, foresee, was the combination of 
circumstances which brought about the disaster. Bankers 
cannot see further than other human beings. The 
peoples and their rulers had produced a condition of 
affairs, where some countries had overgreat sums to 
lend abroad, and others were stripped even of their working 
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capital. The bankers tried to right matters by lending 
the surplus of the rich nations to the poor, a process 
which, when conducted under normal conditions is, as all 
economists tell us, essential to the world’s prosperity. 
There were few cases in which issuing bankers failed to 
take great pains to protect the interests of the lending 
investor. But neither the chief banking houses and banks 
of the world, nor the Financial Committee of the League 
of Nations, nor the experts of the Young Committee fore- 
saw that their work was built upon sand. If “ national 
planners,” whose aim is to replace the free play of economic 
forces by the decisions of human reason, ever have full play, 
they will find that this complex, dynamic and changing 
world is a dark forest into which the vision of human fore- 
sight can penetrate but a little way. The delicate fabric 
of international credit and exchange can only be woven 
through years of peace and stability and by the efforts 
of multitudes of human beings guided more or less un- 
consciously by economic forces. As the nations of the 
world are drawn closer together and the fabric becomes 
ever more closely interwoven, the disaster likely to be 
caused by war and national animosities becomes ever greater. 
The confusion into which the world is now thrown is the 
direct consequence of the great war, and years must pass 
before the stability of 1914 is recovered. 


III. Tue Consrquences oF THE CRISIS 


HE following information and figures, taken in the 

main from the World Economic Survey, published by 
the League of Nations, will bring home the extraordinarily 
acute nature of the crisis. 

(1) There has beenan unprecedented fall in industrial pro- 
duction of which the following figures present a sample. 
If 1928=100, German industrial production had by 
May, 1932, fallen to 58, the United States to 55, France 


to 73. 
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The table given below indicates how much more the 
production of “investment goods,” ¢.g., timber, iron and 
steel, cement, machines, commercial motors, electrical motors 
and so forth has fallen than that of “ consumers’ goods,” 
é.g., foodstuffs, paper, clothing, furniture, tobacco, etc. 


Inpicrs oF PropucTion or INVESTMENT AND ConsuMERS’ Goops FOR 
THE First Quarter or Eacu or THE FoLttowinc YEARS 
(1925 to 1929=100.) 
Country Grouping 1929 1930 1931 
Germany .. Investment goods 105 100 72 
Consumers’ goods 108 103 86 
United Kingdom Investment goods 105 108 
Consumers’ goods 99 94 
United States.. Investment goods 110 96 
Consumers’ goods 104 95 


The great fall in the output of investment, or pro- 
ducers’ goods, is in part caused by the fact that the prices of 
these goods have fallen far less than the prices of consumers’ 
goods. Raw material prices as a whole have fallen heavily, 
but prices of finished goods have not fallen as much. The 
resistance to any reduction of wages and other charges, 
which enter into the cost of finished articles and of some 
raw materials for producers’ goods, ¢.g., minerals, has been 
greater than the resistance in the case of the less organised 
agricultural and raw material industries. ‘To bring closer 
together these two sets of prices is one of the crucial 
problems to be faced. 

(2) International trade shows an enormous reduction. 
World imports and exports have fallen from $59,491 millons 
in 1929 to $34,479 millions in 1931, and there has been a 
further continuous fall in 1932. In fact, in the first four 
months of 1932, the value of international trade was only 
42 per cent. of what it was in the first four months of 1929, 
and the decline has continued. 

(3) The fall in wholesale prices is indicated by the follow- 
ing few figures. The wholesale prices of commodities 
freely bought or sold in organised world markets have 
dropped between 1929 and 1932 by 55 to 60 per cent. 
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The average fall in all wholesale prices had by June, 
1932, reached in gold standard countries between 30 and 
40 per cent. 

(4) At March 31, 1932, the United States and France held 
$6,995,000,000 gold in their central banks out of total 
central bank gold reserves in the world of $11,236,000,000. 

(5) It is estimated roughly that in the spring of 1932 
there were 20-25 million workers unemployed in the world. 

(6) In a desperate effort by each country to find some 
shelter from the economic storm the imposition of restric- 
tions upon commerce has assumed ever growing proportions. 
The ground is littered with “standstill agreements,” 
exchange controls, increased tariff barriers, contingent and 
quota systems, import prohibitions, export bonuses, 
clearing and barter systems, etc., etc. However inevitable 
it is that nations should have been driven down this road 
to economic nationalism by the complete collapse of 
equilibrium, international trade must necessarily suffer 
from every one of such measures. 

(7) By the huge fall in prices, quite unprecedented in any 
known crisis, the burden of internal and external indebted- 
ness in every country, which by 1929 had risen generally 
to very high figures, has been rendered almost intolerable. 
The weight of fixed indebtedness, added to the rigidity of 
wages and other fixed charges, has thrown an unbearable 
strain on the small section of every community upon which 
rest the risks of enterprise. 

(8) Short-term indebtedness, due especially from European 
countries, and particularly Germany, has grown to very 
large proportions. With failure of confidence all creditors 
require repayment at once, and no country has the means 
of making it. Exchange control represents the only, but 
an extraordinarily harmful, method of preventing im- 
mediate currency depreciation. The solution of this 
deadlock represents one of the most urgent problems. 

(9) These vast economic and financial changes have 
largely destroyed the international monetary systems based 
on the gold standard. The extraordinary maldistribution 
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of gold reserves, the very large liquid short-term balances 
now ready at a moment’s notice to fly from one country to 
another, and the complete lack of confidence among de- 
positors and investors throughout the world present 
exceedingly serious obstacles to its restoration. No 
monetary centre now exists in the world in which there is 
unquestioned confidence. 

This short catalogue of what could only be described 
fully‘in a volume indicates the unparalleled acuteness of 
the crisis. It affords a striking—too striking—illustration 
of the consequences of a great war upon our modern 
civilisation. It may well be that human nature, and 
particularly perhaps democratic human nature, cannot 
yet rise to the level of goodwill which alone is consistent 
with the working of the complex international machine 
erected almost unconsciously by mankind in the last fifty 
years. If so, we shall have to return to a simpler system 
based more on national self-sufficiency. What the con- 
sequences would be on the general standard of living, 
and whether the present population of Europe could even 
be supported at all, would remain to be seen. 

The last two or three years have witnessed a desperate 
effort on the part of nations, governments, banks, industries 
and individuals to keep their balance and to maintain 
their solvency amidst the earthquake. Each unit has had 
perforce to take such steps as seemed likely to help it to stand 
upright regardless of their effect on all other units. A 
process of universal liquidation has followed with disastrous 
results. In order merely to meet its obligations, so far 
as it could, and to save its currency from collapse, each 
debtor nation had to limit its imports, knowing full 
well that these imports were its neighbours’ exports. 
Its neighbours followed suit. Since you cannot both 
have your cake and eat it, the exports of great creditor 
nations like the United States and France were neces- 
sarily cut to pieces, for no one could pay for them. 
Most governments and whole financial communities, ¢.g., 
in Germany and central Europe, have been unable to meet 
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their obligations. Similarly, banks in all parts of the world, 
faced with a universal lack of confidence and credit and 
with the inability of their debtors to pay them, have seen 
the necessity of having regard solely to their own liquidity 
and solvency, and have had to call in loans and restrict all 
new business. The countries which could now place a 
foreign loan in any centre in the world could almost be 
counted on the fingers of one hand. With the painful 
memory in their minds of their colossal losses it will be 
long before the confidence of investors in such loans 
returns. 

This vast process of liquidation and restriction has, 
however, not achieved equilibrium. No main problems 
have yet been solved. But it may perhaps be said that the 
foundations are being laid upon which ultimately some new 
superstructure may be erected by the forcible and even 
temporarily disastrous process of levelling the too great 
inequalities between debtor and creditor nations. The 
surpluses of the creditor nations are being destroyed ; 
the debtors are, by default, or by accommodation with their 
creditors, or by reduction of imports, striving to bridge 
the gap in their debit balances. It was argued above that 
a fundamental cause of the crisis lay in this too great 
inequality between nations, arising from the war, and 
greatly accentuated by post-war policy. However painful, 
therefore, the process appears inevitable. There is no way 
of escape by lending more money to nations already too 
deeply in debt. Like individuals they must live within 
their means. But in the urgent necessity of finding this 
new equilibrium, all nations have been forced down to a 
lower standard. 


IV. Tue RemMepIEs 


HERE is no specific remedy for the confusion into 
which the world has been thrown. Yet there is no 
doubt in which direction relief must be sought. It is by a 
movement towards the liberation of private enterprise, 
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industry and commerce. That, indeed, is not the direction 
in which the world has been travelling since the war, nor in 
which democracies have recently looked for a solution— 
democracies like short cuts and simple remedies. It is com- 
forting to believe that the disasters that have overtaken 
the world are the inevitable outcome of private enterprise, 
rather than of war and its aftermath, and that the path 
to recovery is through a wider and wider extension of 
governmental and other bureaucratic activities, and through 
“ national planning,” presided over by those who have been 
fortunate enough, or expert enough, to secure a majority 
of votes. The advocates of planning forget to enquire into 
the competence of those who are to take on the stupendous 
task, under which the rulers of Russia are now staggering, 
of guiding all the activities, great and small, of the millions 
of human beings which comprise a nation. They forget 
the narrow limitations of human brain power and foresight. 

It is easy for Dr. Dalton and Mrs. Leah Manning and 
their friends to move resolutions to nationalise all banking 
and a few other trifles. What is of more importance to the 
people is whether these ladies and gentlemen would have 
the capacity, experience and strength to administer so 
huge an enterprise, or even to choose and supervise those 
who could. The members of a government in a great 
modern State are already set problems which in number 
and complexity are almost more than human beings can 
master. How are they to add to their burdens a thousand- 
fold? And if they merely delegate their authority to 
others, what becomes of responsibility to Parliament and 
of that central control on which the efficacy of national 
planning must depend? The international economic 
and financial machine cannot be run in this manner. 

When governments take a step forward towards the 
control of industry or finance, private enterprise takes two 
steps backwards. The intervention of governments, it is 
as well to remember, must be nearly always national and not 
international in its character, and for that reason, if more 
widely extended, can only enmesh the world in a net of 
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rigidities and controls which will finally destroy all progress 
and initiative. Governments have a vitally important 
sphere of action, but they cannot replace the spontaneous 
energy of whole nations. 

Let us enumerate the main problems which will face 
the World Economic and Monetary Conference :— 


(1) How to secure a rise in the wholesale prices of world com- 
modities. 

(2) How to adjust the dislocation between the prices of raw 
materials and food and those of manufactured articles, 

(3) How to lighten the burden of indebtedness, internal and 
external, including war debts. 

(4) How to solve the problem of short term debts, 

(5) How to diminish tariffs, and abolish exchange controls, 
clearing schemes, quotas, prohibitions, etc. 

(6) How to restore a sound international monetary standard. 


In facing all these problems the sole preoccupation of the 
Conference should be—what can governments do to free 
these brakes sufficiently to release the wheels of private 
industry and commerce. 

If the first object could be achieved and world prices 


were to rise substantially, the second, third and fourth 
problems would all be on their way to solution also, but 
the influence of governments and central banks on prices 
must be indirect. They can keep money and credit cheap 
and plentiful. They cannot secure that industry and 
commerce can immediately make use of it. 

Governments can, of course, engage in huge public works 
themselves, and high authorities urge them to do it, even in 
enterprises which are in no sense economically remunerative. 
Whether this is a sound policy must depend on whether 
ultimately production is increased and more capital and 
labour employed by this method than by keeping govern- 
ment and municipal expenditure within normal bounds. 
In general, our opinion is that abnormally large public 
expenditure will be more than counterbalanced in its 
good effects by the disadvantages to industry in the way 
of higher charges for rates and taxes and other drawbacks. 
To bring about a true revival of industry is far more 
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important than temporary and spasmodic public expendi- 
ture. The real utility of cheap money is gradually to lower 
the rate of interest, not only for governments, but for all 
industry, and so make profitable many constructive enter- 
prises which could not otherwise be embarked upon. But 
its effects are slow and must be given time to manifest 
themselves. It is all important too that cheap money 
should rule in all great centres and not only in one or 
more. One centre cannot go far ahead of the others 
without danger. As to the adjustment of prices of raw 
material and finished articles respectively, it is clear that 
governments can do nothing except encourage the free 
play of economic forces by which alone can the correct 
result be attained. 

The second and allied problem is that of indebtedness. 
Most indeed of the problems which require solution are 
the direct consequence, partly of the unprecedented fall 
in prices, and partly of the fact that that fall has been much 
more severe in certain groups of commodities than in 
others, thereby adding a still further serious cause of 
dislocation. Or if one looks at the other side of the medal, 
it is the enormous increase in the burden of indebtedness, 
taxation and all fixed money incomes on the one hand, 
and the abnormally low price of raw materials and food 
products, as compared with manufactured articles, par- 
ticularly producers’ goods, on the other, which are the 
great obstacles in the way of a general resumption of 
activity. The disastrous effect of so great a fall of prices 
was depicted in strong terms by the Macmillan Committee, 
and is constantly harped upon by economists. It is 
doubtful, however, to what extent it is appreciated by the 
public. In the international sphere the wholesale defaults 
of debtor countries are clear evidence of the consequences, 
but it is not always realised that internal indebtedness, 
which after all is far larger in amount, presents still more 
serious problems. The national income in all countries 
is very greatly reduced ; yet owing to the fall of prices a 
greatly increased portion of that reduced income goes to 
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the possessors of fixed money income, rentiers, wage 
earners and officials, leaving too little to the shareholders 
and the enterprising classes, e.g. farmers and business 
men who take the risks of enterprise, to make their activities 
worth while. It has been estimated, for instance, that in 
1928 taxation and fixed charges for interest on non- 
government bonds, and on mortgages and other debts 
(altogether excluding payment of fixed money incomes 
such as salaries and wages) absorbed about 17 per cent. or 
18 per cent. of the national income of the United States, and 
to-day, with the decrease in production and fall in prices, 
they absorb 40 per cent. Can the rest of the community 
live on the balance, or commerce and industry support the 
burden? The same internal problem in greater or less 
degree faces every country, indeed every government, 
State, municipality and industry, and also any individual, 
who owes money on loan or mortgage. Added to this 
increased burden of debt and taxation is the fact that all 
salaries and wages, unless reduced in more or less the same 
proportion with the fall in the cost of living, take an in- 
creased share out of the product of the concern that has 
to pay them. Thus almost every business is hit from both 
ends. Its profits decrease and its payments, fixed in money, 
absorb a larger share of the decreased profits. The share- 
holder and entrepreneur is ground between the upper and 
nether millstones. Enterprise languishes and unemploy- 
ment increases. It is the unemployed, the entrepreneur 
and the shareholder who suffer. 

It would at first sight seem to be logical and equitable 
that all debt charges and fixed money incomes should be 
automatically decreased more or less in proportion to the 
fall of prices or the change in the value of money. But 
the practical difficulties are immense. Germany, under 
Dr. Briining’s guidance and under extreme economic 
pressure, made an effort to reduce all fixed money incomes. 
In England the forces of resistance would be much greater, 
and moreover a compulsory reduction of interest would be 
quite inconsistent with the opposite policy of reducing 
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debt by conversion. Furthermore, if debts were to be 
written down because money had risen in value, they 
should be written up if money fell again, 7.¢., if prices were 
to rise. 

In our view, all progress depends on maintaining the 
principle that debt must be firmly based on contract. 
If the debtor is under obligation to do what he now finds 
he cannot do, debtor and creditor must come to an accom- 
modation. Each case must be considered on its merits 
and by the parties concerned, since each case differs from 
every other. This road isa long and difficult one. It is being 
followed and has been followed daily for two years or so by 
all debtors and creditors. Something, indeed much, has been 
done. Governments are carrying through funding schemes ; 
companies are reorganised; conversions are arranged ; 
debtors are given time. By divers means debts are 
reduced or repaid. But, unless prices rise, the complete 
task of reducing debts in proportion to the rise in the value 
of money must be a very lengthy process. It is not, 
however, a process in which governments can do much by 
intervening. It is possible that government credits might 
be used to fund a part of the short term indebtedness of 
European countries. But, by and large, debts must be 
settled direct between debtor and creditor. It would be 
impossible for a world conference of governments to an 
nounce to the world that debtors were free unilaterally to 
write down their debts. 

The problem must be and will be tackled from two sides. 
World prices will, with any sign of recovery, rise and day 
by day debts are slowly being adjusted. In the past 
twelve months or so Germany, for instance, has repaid 
probably between 20 per cent. and 30 per cent. of her short 
term standstill debts. With a return of confidence and 
a recommencement of the flow of capital into Germany this 
process would be accelerated. 

From the point of view of the restoration of the inter- 
national monetary and credit machinery, a solution of the 
problem of short term banking indebtedness, and particu- 
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larly of Germany’s indebtedness, is far more pressing even 
than that of the long term, perhaps indeed the most 
pressing problem of all in view of the extraordinarily 
harmful character of exchange controls. The difficulties 
are of a most perplexing character, and become greater, the 
more all the countries concerned take steps which seem 
necessary to protect their vital interests, but which, in 
fact, reduce inevitably their own and all other countries’ 
foreign trade. No immediate solution is in sight. ‘There 
seem to be two broad alternatives. The one is that the 
governments of both debtor and creditor nations should 
combine to untie the Gordian knot by the use of their 
credit, so that money can be obtained from the investor 
in the creditor countries, which would unfreeze the banking 
advances, the bankers remaining liable to the governments 
for any ultimate loss. There can be no question that such 
assistance given by governments would repay them and 
their people many times, if thereby the central European 
exchange controls could be eliminated and trade and credit 
move more easily. But the proposal that even temporary 
assistance should be provided by governments raises at 
once political difficulties, at any rate in the case of the 
creditor countries, which are, it may well be, insuperable. 

A less comprehensive scheme might be for the govern- 
ments of the debtors to offer to fund at any rate part of 
the debts by substituting for them a government bond. 

If debtors and creditors are thrown back purely on their 
own efforts, then the debts must be gradually reduced by 
various means and through various channels, as, in fact, 
is happening now. If confidence returns and if the whole 
world moves forward, the problem before long might be 
found to have reduced itself to more manageable pro- 
portions. If the depression continues unabated, this road 
may be a long one. Meanwhile, exchange controls and 
other impediments to recovery will continue to exercise 
their baleful effects. 

There is, however, one species of debts, namely war 
debts, which lies wholly within the sphere of action of 
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governments and which, if the analysis of this article is 
right, requires urgently to be dealt with. The payment 
to the United States of these huge sums continues the 
process which lies at the root of the crisis. It is unneces- 
sary to say more here. The history of this subject offers 
a supreme example of “national planning” and of the 
difficulties which may be expected to arise when all industry 
and finance are controlled by governments, and each govern- 
ment is controlled by an uninformed public opinion. 

We come then to the fifth point, the diminution of 
tariffs, the abolition of exchange controls, the raising of 
moratoriums, and so forth. There is no doubt that here 
governments can do much. But it is to be borne in mind 
that these impediments, in so far as they have been inter- 
posed recently, are the direct result of the disequilibrium 
produced by the fall of prices and the consequent extra 
burden of indebtedness. The true escape lies in a rise of 
prices, in a solution of the short term debt problem and 
in the adjustment, where necessary, of the long term. 
When nations see their way to make both ends meet as 
regards their external obligations, and to release exchange 
controls without the collapse of the currency, most of 
these barriers will disappear. ‘The dilemma is the usual 
vicious circle. Exchange controls cannot be withdrawn 
before the return of confidence, and confidence waits on 
the withdrawal of exchange controls. 

The last question referred to above, and in the long run 
much the most important, is whether an international 
monetary standard can slowly be restored, or in other 
words whether the international gold standard can be 
reconstituted, since in fact no other practical alternative 
presents itself. This is much too big a question to be 
adequately dealt with here, and reference can only be made 
to a few broad considerations. It has already been shown 
above that the war and its consequences, together with the 
change in the psychology of investors, as the result partly 
of a speculative boom and partly of an ultimate collapse 
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of confidence, put certain creditor countries into the 
position of forcing the rest of the world to pay its debts to 
them, not in goods nor out of the proceeds of foreign 
loans, but in gold. It is obvious that if these creditor 
countries are to continue to enjoy a credit balance and to 
enforce payment in gold, the gold standard would quickly 
break down again even more completely. If the United 
States, for instance, insists on the payment of war debts, 
and if these can only be paid in gold, what folly it is to 
talk of the general resumption of the gold standard. 

It is true that the surpluses of the highly protectionist 
creditor countries will certainly grow less. But whatever 
they may be they must be disposed of in some other way 
than by the constant attraction of gold. If these countries 
do not want to buy goods or to make foreign loans, the 
last resort is that the debtor countries must have the 
pleasure of receiving a larger proportion of their citizens 
as paying guests. 

In the best of circumstances it is unlikely that a 
commodity required by nearly all countries, and yet so 
predominantly held by two only, will be stable in value in 
the next few years. It is impossible to foresee how the 
trend of the last two decades is to be reversed and gold to 
become distributed more reasonably among the countries 
wishing to adhere to the gold standard. It is certain that 
big economic changes will be required and that in the course 
of them gold may fluctuate greatly in value. There are 
therefore advantages in this country not tying itself 
irrevocably to gold at present. Who can say, for instance, 
what may be the future in the next few years in that vast 
and speculative country, the United States? A country 
which can create and in a year or two uncreate thousands 
of millions of dollars of credit by means of brokers’ loans, 
and which carries out these operations through the agency 
of 25,000 banks, may be an attractive, but is certainly a 
dangerous, partner. 

Another great obstacle to the normal working of the 
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gold standard is the huge amount of liquid capital repres- 
ented by foreign claims held in the form of short term 
deposits or saleable securities, which can be shifted from 
one country to another at 2 moment’s notice. These 
short term funds, estimated by the Bank for International 
Settlements at perhaps $10,000,000,000, are in great part 
an indication of the general lack of confidence. They 
represent a real problem. When, owing to some sudden 
panic as regards the soundness of any given financial centre, 
these great blocks of liquid capital begin, so to speak, to 
“throw their weight about,” the result can, as we know 
to our cost, be disastrous. If we were to return to the 
gold standard, very large foreign deposits might be expected 
to be built up in London, and since complete confidence 
in us will take many years to restore, they might be quickly 
withdrawn if there were any signs of strain. For in order 
to be the financial centre of the world we require a con- 
siderable surplus on our balance of payments, 1.¢., con- 
siderable amounts of capital to lend abroad, and the power 
pretty freely to adjust our interest rates and price level 
so as to retain our competitive position. At present we 
have neither. Twenty years ago we were by far the 
greatest creditor nation in the world; to-day, without 
taking account of any foreign lending, we are probably 
short by about £65,000,000 to [75,000,000 a year. 

But while it would be dangerous to return at once 
to the gold standard, there are equal dangers in floating 
loose. We must not get into the habit of adjusting our 
position to the outside world by the depreciation of 
our exchange. That is indeed what many countries, 
particularly some South American republics, have done 
for many years. Since 1820, for instance, the sterling 
value of the Brazilian milreis has dropped by irregular 
stages from §s. to under 6d. We can hardly wish 
the pound sterling to have the same history. It would 
be a suicidal procedure, moreover, in view of our huge 
sterling assets abroad, which would diminish in value 
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with each drop in sterling. Our exports must be main- 
tained, not by temporary “ cocktails ” administered by a 
fall in the exchange, but by a definite power to compete 
on level terms in the world’s markets. There is a very 
widespread feeling that somehow our abandonment of the 
gold standard has freed us from the disagreeable discipline 
which is required to maintain the stability of a currency. 
That is a dangerous delusion. It is true we are freed from 
the necessity of following the vagaries of gold, if it displays 
any. But that is all. It is still as necessary as ever for 
our own health and the world at large that sterling should 
be a stable standard of value and, if an adjustment of our 
internal costs is necessary to secure this result, that must 
be made, difficult as from the rigidity of our conditions 
it may be, and made otherwise than by a depreciation of 
our currency. At present we are inclined to evade this 
painful necessity by using up all and more than all our 
invisible resources for living expenses. But this process 
must have anend. Recently, it is true, our exchange has 
been affected far more by capital movements than by failure 
to adjust what may be called our long-term competitive 
situation. And at the moment the Government’s con- 
version policy and the necessity of very cheap money 
stand in the way of the Bank Rate being effectively used 
to stiffen up our exchange. But the movement of capital 
from London is influenced not only by interest rates, but 
also by foreign opinion as to our underlying strength 
and our power to adjust our internal conditions, if need be. 

Profound changes will indeed gradually work themselves 
out in our whole situation relative to that of other countries, 
unless we are able to maintain our costs, whether in industry 
or in shipping or in commerce, on a truly competitive 
basis. 

As a nation which depends more than any other on 
international trade in the widest sense, it is greatly to our 
interest to see the most stable international monetary 
conditions restored. Therefore, while we should not 
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return to the gold standard until the way is much clearer, 
we must at least play our part in preventing a depreciation 
of our own currency—and unless and until gold shows an 
instability greater than we can stand, in maintaining the 
pound substantially in a stable relation with the gold 
currencies. When it will be possible to return to gold, 
it is too early to say. It depends not only on a general 
understanding between the governments and central 
banks of the greater countries as to the working of the 
system, but still more on other fundamental adjustments, 
which governments by themselves cannot make. Raw 
material and food prices must rise relatively to the prices 
of finished articles ; creditor countries must be more willing 
buyers of goods from debtor countries; international 
indebtedness must be brought, either by a general rise of 
prices or by other adjustments, to bearable proportions. 
But it is certainly in our best interests to work towards 
rather than away from a common international standard. 
There is no opportunity to discuss more fully the great 
importance to the world of the re-establishment as widely 
as possible of such a standard, or the probable attitude of 
other non gold-standard countries towards this question. 
The immediate future will in any case be very largely 
determined by the policy of this country. That the pound 
sterling should continue to be classed among the world’s 
widely fluctuating currencies will be a disaster not only to 
our own interests but to international credit and trade in 
general. It is for this reason that a strong government 
and a united and steadfast attitude on the part of all 
sections of the population are of the utmost importance. 
Our national crisis is by no means over. A great financial 
centre such as we are is peculiarly open to attack. In a 
world bereft of confidence its strength becomes weakness. 


Its only defence is to exhibit to the world an unshaken 
national unity. 





OTTAWA AND THE TRADE 
AGREEMENTS 


HE Ottawa Conference was primarily a business 

meeting for the negotiation of a series of preferential 
trade agreements between the nations of the British Com- 
monwealth, and its success or failure is to be measured 
according as the agreements arrived at are or are not good 
business agreements—that is to say, bargains by which both 
parties benefit, not bargains under which a gain to one party 
is offset by a loss to the other. 

High hopes have certainly been entertained that the 
Conference might result in the participating nations being 
drawn more closely together in sentiment and by a common 
self interest than they were before, just as individuals who 
have satisfactory business relations with one another are 
more to one another than strangers ; but from this point 
of view again the merits of the Ottawa agreements from the 
economic or business point of view are the criterion of the 
success of the Conference. No one in these days could 
have expected it to result in the closer integration of the 
Empire in the directly political or constitutional sphere. 
Ever since the Dominions won their earliest self-governing 
rights and particularly during and since the war, the 
powerful urge of national independence has driven the 
Commonwealth along the path of political detachment. 
With the grant of full nationhood to those Dominions 
which choose to adopt it in the Statute of Westminster 
legally rounding out what Professor Elliott calls the 
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“Theological subtlety” of the Balfour Memorandum,* 
that phase necessarily came to an end. The road stopped 
at a precipice, and there remained only for Mr. de Valera 
to dance precariously on its edge, trusting to the angels of 
Hibernian patriotism to bear him up. Now when others 
than suicides come upon precipices they either sit down and 
admire the view or go back along the path that brought 
them thither, or, turning to right or left, seek some other 
way of continuing their journey. Nations never stand 
still, nor do they commonly retrace their steps once pain- 
fully taken. Hence the time and circumstances were ripe 
for a new line of progress for the British Commonwealth. 
Political devolution was over, integration but a dream ; the 
hope lay in co-operation, and particularly in economic 
co-operation, since economic problems cried loudest for 
solution. 

What of this hope? We must examine carefully what 
happened at Ottawa before we can answer that question, 
but right at the start it can be truthfully claimed that the 
desire of the Commonwealth for co-operation was as strong 
as even the most optimistic dared hope. In the midst of 
argument and dispute, sometimes over details and some- 
times over the whole economic future of the Common- 
wealth, the statesmen assembled in conference realised that 
they dared not publicly fail. The peoples whom they 
represented wanted agreements, and agreements they have 
been given. Some would say that it were better to have 
exposed the hollowness of some of the apparent agreement, 
to have risked a betrayal of partial failure in order that the 
full truth about imperial economic co-operation should not 
be concealed from the citizens of the Commonwealth. That 
is a matter which each must determine for himself, but the 
intensity of the desire that the Conference should succeed 


* “ Theology,” Professor Elliott explains, “is characteristically a stubborn 
attempt to explain an irrational or at least a superrational order in terms of 
reason, with the aid of appropriate texts.” The New British Empire, by 
W. Y. Elliott (McGraw-Hill, London and New York) p. 7. 
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is itself encouraging. Furthermore, there was another and 
wider reason than the will of British electorates why the 
failure of the Conference could scarcely be contemplated. 
“If we, the British peoples,” as Mr. Bruce said in his 
opening speech to the Conference, “ united by ties of 
kinship and common interest, cannot in this hour of crisis 
act together in a spirit of co-operation and goodwill, what 
hope is there of international action between nations 
divided in sympathy and outlook and in many cases the 
inheritors of centuries of prejudice and hostility ? ” 


I. Tue Course oF THE CONFERENCE 


HEREFORE the desire for an agreement was all the 
stronger. The delegates realised that it would not 
only mean co-operation between the peoples of the Empire 
but would also be an example, possibly a fresh inspiration, 
to the peoples of the world struggling to discover means of 
tackling the most severe economic crisis in history, and 
shortly to meet in world conference for that purpose. A 
failure of the British nations to agree would be a severe 
shock. That there were difficulties was recognised, and 
the very insistence on the unthinkability of failure struck a 
note of apprehension at the opening session. One had a 
feeling that dogged determination would be required to 
carry the Conference through to a satisfactory conclusion. 
And—a description of the proceedings to be of any use to 
students of imperial problems must be candid—the Confer- 
ence was often in trouble. The delegations spoke their 
minds to one another, explaining their respective difficulties 
in forceful language and airing freely such complaints as 
they had against each other. Sometimes the atmosphere 
was strained, sometimes the negotiations seemed on the 
brink of failure. But the Conference having, despite all 
troubles, succeeded in reaching a series of agreements, the 
disputations at Ottawa have probably been all to the good. 
There was plain speaking between the accredited represent- 
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atives of the sister States of the Commonwealth—yet the 
Empire survives, none the weaker and probably all the 
stronger for it. Moreover, the Conference was a liberal 
education for many people who thought that it would be a 
simple matter to reach agreement on imperial economic 
policy, that the Governments concerned would quickly 
see eye to eye, and that the Dominions could and would 
easily grant to Great Britain the concessions that she 
desired. Appreciation of the real problems of economic 
co-operation between one group of nations is juster since 
the Conference than it was before. 

The main difficulty was of a double nature. In the first 
place it was far less simple to reach agreement to-day than 
it would have been thirty years ago. Then to a large 
extent the production of the Dominions was comple- 
mentary to that of Great Britain ; now they have developed 
their own secondary industries and in certain fields there is 
considerable competition between Dominion and United 
Kingdom industries. Secondly, apart from, and to some 
extent owing to, the actual clash of economic interests, 
there is a clash of political thought between Great Britain 
and at any rate the two wealthiest Dominions, Canada and 
Australia. Great Britain is fundamentally a free trade 
country. Situated at the centre of world trade, and 
dependent for her life and prosperity on international trade 
she has seen, in the last two years especially, the damage 
wrought by trade barriers such as tariffs. Her new tariff 
policy has only been forced upon her in self-defence in a 
tariff-ridden world, and one of the purposes of that policy 
is that the tariff should be used as a bargaining counter with 
which to bring about reductions in world tariffs generally. 
In the United Kingdom a tariff is not liked for its own sake. 
The Dominions, on the other hand, have had a different 
experience, which has made them protectionist. For them 
a tariff has been a useful wall behind which they have been 
able to build up industry, and they are inclined to like it 
for its own sake. 
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Mr. Baldwin stated at the outset the objective which 
the United Kingdom delegation hoped the Conference 
would set before itself. 


What then (he asked) should be the first aim of this Conference ? 


It should be to clear out the channels of trade among ourselves. . . . 


Certainly he and his colleagues were anxious for an 
extension of inter-imperial trade, and believed that it should 
be achieved by a development of the system of imperial 
preference. But tariff preferences could be increased in 
either of two ways, by raising the rates of duty against 
foreign imports or by reducing the rates against British 
imports. The United Kingdom delegation declared 
strongly for the latter method, and were at pains to point 
out that the interests of the Dominions as well as those of 
the United Kingdom lay in freeing world trade as far as 
possible from its present barriers. Mr. Baldwin reminded 
the Conference that 


The countries of the Commonwealth depend upon world pros- 
perity both directly when they are selling commodities for which a 


world market is indispensable to them, and also indirectly when they 
sell to the United Kingdom, because the purchasing power of the 
United Kingdom depends upon her ability to sell in a world market, 
and that in turn depends upon the ability of the world to buy. 


The United Kingdom delegation, in a word, came anxious 
to establish freer trade within the Empire. They desired 
to secure as much reduction as possible in the Dominion 
preferential tariff, to avoid as far as possible increases in 
Dominion duties against the foreigner ; and on their side 
they wished to limit to the minimum the increases of 
duties that would be required against foreign imports into 
the United Kingdom relying on a guarantee of continued 
free entry for Dominion imports as the most valuable 
concession that they could make. 

The Dominion statesmen showed appreciation of the 
importance of world markets, and were emphatic that the 
idea of a self-sufficing Empire, economically independent of 
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the rest of the world, was unthinkable. Nevertheless, 
they appeared to believe that self-sufficiency could be more 
nearly attained than their colleagues from the United 
Kingdom did. Different reasons actuated them—for in- 
stance, a belief in high protection, in the case of Canada, 
and a dependence upon customs duties for revenue in the 
case of Newfoundland ; but in varying degree the object of 
the Dominions was, generally speaking, the opposite of 
that which their colleagues from Great Britain cherished ; 
they hoped to gain the maximum possible advantage for 
their imports into the United Kingdom by the imposition 
of tariffs on the foreigner, whilst they themselves made 
the minimum reductions possible in the tariffs which 
protected their own industries against British, as well as 
foreign, competition. They sincerely sought to increase 
the British preference in their own markets, but they 
desired to do it rather by increases in their general or 
intermediate rates of duty than by directly lowering their 
preferential rates. 

But the whole Conference was united in the main object 
—the expansion of imperial trade by the development of 
imperial preference—and although, when the Conference 
opened, there was not quite so much accord as to ways 
and means, in the course of four weeks of extremely hard 
work and close negotiation divisions of opinion were 
narrowed, compromise where necessary was reached, and a 
series of agreements—the merits of which are discussed in 
a later section—was concluded. 

After the first plenary session opened by the Governor- 
General, at which general statements were made on behalf 
of each delegation, the full Conference did not meet again 
until the closing day, when the agreements were formally 
signed. The detailed work was carried on in the mean- 
time mainly by five committees, each with appropriate 
sub-committees. Committee No. 1 concerned itself with 
the promotion of trade within the Empire, No. 2 discussed 
questions of customs administration, No. 3 commercial 
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relations with foreign Powers, No. 4 monetary and financial 
policy, and No. 5 methods of economic co-operation within 
the Empire. The work of the Committees was assisted 
from time to time by meetings of the heads of delegations. 

The tasks of these Committees were naturally of varying 
importance. No. 2 was able to recommend principles 
which would enable the administration of customs to be 
carried on in practice in such a way as not to vitiate prefer- 
ences after they had been granted. No. 3 also reached agree- 
ment on general principles calculated to bring the system 
of most favoured nation agreements with foreign countries 
into harmony with the system of preference between 
Empire countries. No. 4 had some exceedingly interesting 
discussions, but carefully avoided making any statements 
of policy likely to prejudice the wider discussions that are 
to take place at the World Economic Conference. No. 5 
produced recommendations with regard to industrial 
standardisation and voluntary “ rationalisation ” between 
industries in different parts of the Empire, and it proposed 
the establishment of a special committee to examine the 
question of how the work of existing official imperial 
bodies in the economic and scientific sphere should be 
co-ordinated. 

Committee No. 1 however was, at any rate nominally, 
responsible for the most important work of the Conference. 
It was invited to consider the means of promoting trade 
within the Empire. Its objective was the primary aim 
of the whole Conference, the purpose for which it had been 
called together. This was the object of the trade agree- 
ments that the delegations had come to Ottawa to negotiate. 
So in a sense No. 1 Committee was the Conference. It 
considered certain questions allied to the proposed trade 
agreements, such as that of Empire content, the “ exchange 
dumping” duties which have been imposed, since Great 
Britain went off the gold standard, against United Kingdom 
imports into certain Dominions, and the problem of 
Russian and other State “‘ dumping,” which might render 
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preferences granted under the trade agreements ineffective. 
But although the Committee was nominally responsible 
for negotiating the all-important trade agreements, its 
meetings did not, in fact, prove to be the best way of 
actually attaining agreement. In the case of the Canadian 
and United Kingdom delegations, for instance, informal 
and private conversations among themselves were found, 
in actual practice, a far more effective method—at any rate 
until they were on the point of agreement—than formal 
meetings round a table in a large committee room, with a 
chairman presiding, a secretary taking minutes and repre- 
sentatives of all the other delegations listening-in. The 
same was true of negotiations between the United Kingdom 
Ministers and the various Dominion delegations. And so 
the Committee itself stood adjourned during practically 
the whole of the middle and latter part of the Conference, 
whilst these private conversations were proceeding, meeting 
again at the end simply to give formal approval to the 
agreements that had been reached, and to pass them on 
for the approval of the Conference as a whole. 

But the Committee nevertheless made most valuable 
recommendations as to the best way of tackling the com- 
plicated problems and network of negotiations involved in 
the creation of a balanced system of reciprocal preferences 
for Dominion goods entering the United Kingdom market, 
and United Kingdom goods entering the Dominion markets. 
Some Dominions were interested in the same kinds of 
imports. A number of them, for example, were concerned 
with the importation into Great Britain of butter and other 
dairy produce. It was decided at an early stage that the 
United Kingdom could not treat butter from different 
Dominions in different ways—the same treatment must 
be meted out to all butter coming from any Empire source. 
Otherwise there would be invidious distinctions; mis- 
understanding and bad feeling might easily arise between 
Dominions ; there would certainly be unnecessary com- 
plications for the United Kingdom customs authorities. 
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From every point of view it was desirable that similar 
imports from different Dominions should receive similar 
treatment. The negotiations would have been unneces- 
sarily complicated had New Zealand put forward one 
proposal with regard to Great Britain’s treatment of butter 
imports and Australia another. Imagine the effect of 
diverse proposals to the United Kingdom delegation not 
only about butter, but also about other dairy produce, and 
fruits, metals and minerals and other commodities in 
which more than one Dominion is interested. So the 
Committee recommended that the group of Dominions 
interested in dairy produce should first meet together 
and agree upon a joint specific request to be put forward. 
The group of Dominions interested in fruit were to do the 
same, and so on; and as each group reached agreement 
its proposals were placed before the United Kingdom 
delegation. 

At the same time the Committee recommended a series 
of bilateral conversations between the United Kingdom 
delegation and each of the Dominion delegations with refer- 
ence to the United Kingdom requirements in Dominion 
markets. ‘Thus two sets of conversations—one with regard 
to the preferences that the Dominions desired in the United 
Kingdom market, the other with regard to the preferences 
desired by the United Kingdom in Dominion markets— 
proceeded at one and the same time. At a later stage they 
were integrated. 

It should be pointed out that if the delegations had 
waited until they met at Ottawa to examine all the details 
involved, the Conference might still be sitting. But in 
actual fact the negotiations were enormously helped by 
preliminary communications which had been going on 
between the different Governments for some months 
before the Conference met. Early in the year, for instance, 
the United Kingdom Government sent to each Dominion 
Government a schedule containing a tentative list of 
requests for concessions to United Kingdom imports 
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which the United Kingdom delegation proposed to put 
forward; and it invited each Dominion Government to 
send a similar list of what it intended to ask of the United 
Kingdom. A preliminary exchange of views then took 
place on these mutual requests, so that in some cases 
the work was in a fairly advanced stage before the 
delegations met at Ottawa at all. In other cases, 
where the preliminary examination had not gone very 
far, the work at Ottawa was exceedingly difficult 
owing to the shortness of the time in which it had to be 
done. Such preparatory work is of the utmost importance, 
and should be a prelude to any future Imperial Con- 
ferences at which economic questions are to be examined 
in detail. 

By the somewhat complicated but logical process 
described above a series of important agreements between 
the United Kingdom and each Dominion—except the Irish 
Free State, between whom and the United Kingdom no 
negotiations took place—was gradually, and occasionally 
painfully, evolved. The three most troublesome of the 
larger questions proved to be how to grant a preference to 
Dominion meat imports into the United Kingdom, how 
to guard against preferences being rendered ineffective by 
Russian or other State “ dumping,” and how to increase 
the British preferences in the Canadian tariff. The 
first was settled by an agreement upon the principles, and 
some of the details, of a quota system of import regulation. 
The second was solved with the aid of the celebrated 
Article 21* of the United Kingdom-Canada agreement. 
The third was the most stubbornly contested issue of all. 
It proved a very difficult task to get any reduction in the 
Canadian tariff. The Canadian delegation was in a more 
difficult position than any other, for the Conference was 
held in its own capital, which was easily accessible to 
lobbyists. Ottawa was filled with manufacturers, the 


* Article 21 provides for the contingency of foreign State action 
frustrating a preference. 
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spoilt children of the Canadian protective system, deter- 
mined not to give up their privileges agianst United 
Kingdom imports. Discussion continued right through 
the Conference between the United Kingdom delegation, 
the Canadian delegation and the Canadian manufacturing 
interests working behind the scenes. The issue was in 
doubt till the very end. Finally it was settled by the 
granting of considerable concessions by the Canadian 
Government, in return for those granted by the United 
Kingdom Government. A long list of immediate changes 
in the Canadian tariff schedule was agreed upon, and the 
Canadian Government also undertook to establish the 
tariff board whose functions are discussed later. 

Some of the general effects of the agreements that 
were reached are discussed in the next section. Their 
main feature is clear. The first care of each Government 
is recognised to be to look after the industries or agri- 
culture upon which its population depends, and aiding 
those of another part of the Empire is only a secondary 
consideration. Nevertheless preference, except in ex- 
ceptional cases, is to be given, by the Dominions to United 
Kingdom manufactures, and by the United Kingdom to 
Dominion agricultural produce, even when competition 
with their own industries or agriculture is involved. The 
agreements establish the principle that there is to be fair 
competition throughout the Empire. They recognise that 
the prosperity of each part will help the prosperity of the 
whole. At the same time there is no attempt to make 
Imperial preference the means of establishing a self-sufficient 
Empire or to damage trade relationswith the rest of the world. 


II. Tue AGREEMENTS 


F hes agreements have been variously criticised accord- 

ing to the fiscal views of the commentator. For our 
own part, in applying our criterion of what good business 
agreements should be, the benefit of both parties, we should 
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ask ourselves to what extent do they mean a stimulation, 
not a mete diversion—which inevitably implies a restriction 
—of trade, and to what extent do they further or handicap 
the liberation of world trade by action outside the Common- 
wealth. 

The first question is tantamount to asking how far the 
agreements entail a net reduction of tariffs. Since the 
Import Duties Act already gave free entry to Dominion 
products, the guarantee that such free entry would be 
preserved was the only concession open for Great Britain 
to grant that did not imply some increase of restriction on 
trade. Beyond that, we have guaranteed the permanence 
of duties of at least 10 per cent. ad valorem on an important 
list of commodities, including timber, fish, leather, lead and 
zinc. Besides this, we have promised to impose new or 
increased duties on a further list of commodities, among 
which wheat, butter and cheese, fruit, eggs, maize, rice, 
and copper are the most notable. At the same time it 
must be remembered that the exemptions granted to the 
Dominions cover a very considerable volume of trade, 
and but for the agreements these exemptions would have 
all lapsed on November 15. ‘Tariffs of some kind 
might then have resulted for these imports too. 
The effects of the concessions granted by the Dominions to 
the United Kingdom will be discussed later on. 

How far the interests of the consumer will be safeguarded 
by the maintenance of free entry into the United Kingdom 
for Empire products in the above-mentioned classes is a 
matter on which opinions must inevitably differ. The 
stern free trader will regard it as at least probable that the 
new duties will increase the cost of living with consequent 
detriment to the British export trade, and will find it 
significant that it was thought necessary to demand 
from the Dominions a guarantee that, as regards wheat, 
copper, lead and zinc, supplies would be available in the 
United Kingdom at world prices, and in quantities sufficient 
to supply our requirements. From this point of view, the 
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wheat preference is a remarkable item ; as Empire wheat 
producers are bound to sell some of their crop outside the 
Empire, they cannot gain any larger market, and they are 
prevented by the guarantee (as they would in any case have 
been prevented by economic circumstances, unless they 
established a monopoly) from obtaining any higher price. 
Hence the conclusion might be said to follow that Great 
Britain has granted a concession for the sake not of 
Dominion farmers but of the political prestige of Dominion 
Governments. ‘The advocates of the agreements, in reply 
to what is said above, point out that the effect of the 
Import Duties Act has not yet been to raise the cost of 
living for the consumer in this country, or of export from 
it, and that certainly in these days of glut no such ill 
effects are to be apprehended from the new duties. 
This brings us to the question of the quota. The 
decision on bacon and ham was reserved until the 
Pig Industry Commission had reported,* though Canada 
was promised a large untaxed quota,t while the prin- 
ciples of a scheme for the quantitative regulation of 
the importation of mutton, lamb and beef were agreed 
upon with the Dominions affected, who for their part 
undertook to control their own export of meat. This 
is not the place to discuss the relative merits of quanti- 
tative regulation and direct taxes on imports. The meat 
quota has been criticised as a food tax in disguise, for 
if it brings no revenue into the United Kingdom Treasury, 
it will at least raise the price of a staple food for the British 
consumer. Its whole object is, however, admittedly to 
increase the return to the Dominion and home producer by 
raising the price, and Mr. Chamberlain has explained to the 
House of Commons why it was preferred to a direct duty. 


The conclusion is obvious (he said). What you have to do if 
you are to restore the prices which have been ruined by this excessive 
increase in importation into a market of which the capacity was not 


* The Commission reported on October 25. 
+ Australia and New Zealand were also to benefit from any bacon quota 
scheme. 
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increasing is to regulate the supply of imports until you reach some 
reasonable relation between what the market can take and what is 
going to be offered to it. A duty on foreign meat would be useless 
for this purpose, in the first place, because the foreigner would pay 
the duty and send in the meat just the same, and, in the second place, 
because the excess was not coming from the foreigner. The excess 
was coming from the Dominions. 


The event will show whether the experiment is justified.* 

So far the general result seems to be that, while the con- 
cessions made by Great Britain fell far short of what the 
Dominion Governments originally proposed, they were 
substantial, and required large reductions of Dominion 
tariffs if the net results were not to be a mere enhancement 
of trade barriers. 

These reductions in their turn were certainly also 
substantial, though space does not allow of a detailed 
review of them here. The concessionst to the United 
Kingdom, in themselves considerable, are given partly by 
increasing the tariff against the foreigner, partly by a 
direct reduction in the tariff against British goods. Thus, 
South Africa has on the balance increased her preference 
to us by raising her tariff against foreign goods, but in 
Canada a total of 223 concessions includes 132 items, 
representing $45.7 million worth of British trade, in which 
the duty against our goods is reduced. There will be no 
accompanying increase, either in the intermediate or in 
the general tariff in 81 of these items, and in between 70 
and 80 of them, representing $8.3 million of British trade, 
our imports will be admitted free; in two further cases 
all the rates, and in another the British preferential and 
the intermediate rates, have been lowered. The rest of 
the 223 concessions have been effected simply by raising 

* Regulation is to continue for the five years, but the parties will, in 1933, 
try to arrive at a permanent policy. If they fail to do so by June 30, 1934, 
the percentage reduction fixed for foreign meat will, unless otherwise 
agreed, continue in force. The restrictions can be removed whenever a 
shortage due to them is in existence. 

t At Delhi the agreement with India has been referred to a Committee 


of the Legislative Assembly. For further details of the Canadian 
concessions see the Appendix. 
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the tariff against the foreigner, and in one case the British 
preferential rate as well. 

In New Zealand the changes consist entirely of re- 
ductions in the duties on British goods, and although 
in Australia the new preference is, for the moment, 
being effected by raising the duties on foreign goods, 
Mr. Bruce has made it clear that “ this was a temporary 
necessity,” since the Australian electors had been 
given a pledge that their Government would reduce no 
tariff without a recommendation from the Tariff Board, 
which is now, we understand, engaged on the work of 
revision and has already commenced making reductions. 
In both Australia and New Zealand various prohibitions, 
surcharges, primage duties and surtaxes against United 
Kingdom goods have been done away with since the 
Conference, and in Canada an enactment permitting 
arbitrary valuation, which led to increased duties and un- 
certainty, is being abolished. The administrative reforms 
are dealt with in the succeeding paragraphs. 

It is, of course, possible to look askance at what the 
Dominions have conceded, and to contend, as is done, for 
instance, in the Economist of October 15, that many of the 
British goods placed on the Canadian free list are such as 
will still be unable to compete with similar goods from the 
United States, notably motor cars, which, notwithstanding 
our own tariff and currency depreciation, are still sold in 
the British market; or that even after the promised 
reduction in favour of British, and increases against foreign, 
goods have been made, the duties which will remain on 
British imports will still be prohibitively high, and will 
exclude them from competition with articles of Canadian 
manufacture. Experience must decide what measure of 
truth there is in these criticisms ; but it appears to be clear 
that some important British industries, notably the iron 
and steel and chemical industries, stand to gain materially 
—in the case of the iron and steel industry, largely as the 
result of their own negotiations—from the concessions 
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offered, and the balance of British opinion would, we believe, 
support the view that the Dominions are giving a fair guid 
pro quo for the advantages awarded to them. It will also 
share the hope of the United Kingdom delegates that the 
concessions obtained will themselves prove to be only a 
beginning, and that the new principles which are to govern 
tariff administration in the Dominions, and the competition 
of British and Dominion industries will, as time goes on, 
result in still further improvement. 

For apart from the detailed schedules of tariff changes, 
Canada and Australia and New Zealand have entered into 
a wider commitment. They have undertaken that pro- 
tection by tariffs shall be afforded against United Kingdom 
products only to those industries which are reasonably 
assured of sound opportunities for success, that protective 
duties shall not, except in the case of young industries 
needing special shelter, exceed such a level as will give 
United Kingdom producers full opportunity of reasonable 
competition on the basis of the relative cost of economical 
and efficient production, and that non-political tariff boards, 
before which United Kingdom producers shall be entitled 
to be heard, will review the whole range of protective duties 
and make recommendations to the Dominion legislatures 
in accordance with the principles above set forth. Here 
again there is plenty of opportunity for the critic who may 
choose to point out that in the interpretation of such 
phrases as “full opportunity of reasonable competition,” 
“economic and efficient production,” or ‘“ reasonably 
assured of sound opportunities for success,” the widest 
latitude is possible, that much will depend on the composi- 
tion and operation of the tariff boards which must be 
appointed by the Dominion Government concerned ; that 
economy and efficiency become quite arbitrary conceptions 
as soon as the test of international competition is relaxed ; 
that the principle of equalisation of costs through tariffs, 
which implies that the more costly a local industry, the 
stronger its claim to a tariff, has in the United States been 
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made the excuse for one of the highest tariffs in the world ; 
and that formula expressed in general terms may lead to 
disputes over questions of interpretation. 

The answer must be that responsible Governments 
like those the Dominions, in entering into important 
agreements with the United Kingdom, the whole object 
of which is to increase the volume of inter-imperial trade, 
do not lightly put their hands to pledges involving far- 
reaching changes of policy; that there must be no sus- 
picion of bad faith, and that Governments as honourable as 
our own can be relied upon to interpret their pledges 
honestly and to carry them out in the spirit as well as in 
the letter.* 

Nor will the tariff boards in the Dominions resemble 
that of the United States, which has no concern outside 
the interests of its own people. The Dominion boards must 
also under the agreements take into account considerations 
which affect the United Kingdom producer. 

A fair conclusion appears to be that, on balance, the 
Ottawa agreements will represent a net reduction of tariffs, 
should lead to a stimulation of trade, and thus in them- 
selves are, upon the whole, good bargains; and this 
conclusion is strengthened by the fact that, while in Canada 
they are criticised by the “ lower tariff’? Opposition led 
by Mr. Mackenzie King, as not going far enough in the 
direction of reduction of duties,f in Australia, they are 
attacked by Mr. Scullin as a betrayal of the Labour doctrine 
of high protection. Mr. Fenton has resigned from the 
Government because he thinks the agreement a threat to 
the system of high tariffs. But possibly as good a judge 
as anyone is Mr. Dafoe. 


For two years (says the Manitoba Free Press of October 13) 
Canadians have suffered from the exactions and oppressions of a 


* See Mr. Chamberlain’s reply on this point in the House of Commons 
to an interruption by Mr, Lansbury, October 18. House of Commons 
Debates. 


t See The Times, November 1, 1932. 
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tariff framed in a spirit of protection gone mad. Thanks to the 
insistence of the British delegation, instead of being fobbed off 
with meaningless preferences based upon increased tariffs, there 
are in the schedules submitted considerable remissions of taxation. 
This is a definite step in the right direction. . . . The crumbling 
of the tariff wall in Canada has begun. 


Our second question, which followed that to which we 
have just offered an answer, was to what extent the agree- 
ments further or handicap the liberation of world trade 
by action outside the Commonwealth. Here it is im- 
portant to have an outside opinion, and Mr. Chamberlain 
was able to quote very effectively in the House of Commons, 


on October 18, the opinion of a great American industrialist, 
Mr. Charles M. Schwab. 


The Ottawa agreements (said Mr. Schwab) are going to hit 
America. They are going to hit my own concerns, especially in the 
Canadian markets. We must take a wide view. If the British 
Empire prospers under these agreements, America and all the rest 
of the world must prosper in the long run. 


Again, we have the comment of the American Am- 
bassador: 


The trade which the United States might lose for the time being 
as the result of Ottawa (said Mr. Mellon) will not in the end be worth 


nearly so much to them as a more prosperous Great Britain as a 
customer. 


We ourselves have heard from another foreign source 
that traders and economists abroad regard it as of good 
augury for Europe, struggling as she now is in a network 
of restrictions, that the British nations should have been 
able to set an example of economic collaboration and freer 
trade among themselves, for what one set of nations has 
done, others, if well disposed and anxious to trade with 
one another, may do. 

The Ottawa agreements then bid fair to be a useful 
object-lesson to the world outside; nor, although they 
bind us to impose duties on a number of foreign imports, 
are these so heavy in themselves, nor do they cover so 
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wide a range as to make it impossible for us, consistently 
with what has been done at Ottawa, to negotiate further 
trade agreements with foreign countries. Indeed Sir John 
Simon has been able to assure the House of Commons 
that, whereas, while Great Britain was standing upon an 
absolute free trade basis, all efforts to bring about a tariff 
truce with foreign countries failed, 


since the day when the Import Duties Act was on the scene, and 
again now that the Ottawa agreements had been produced, they 
(the Foreign Office) were constantly invaded to a quite unusual 
extent by the representatives of different countries who wanted to 
negotiate. Presumably Norway, Sweden, Denmark and Argentina 
know their business. 


The hope seems justified that a breach in the tariff walls 
effected in the British Commonwealth may lead to their 
further crumbling not only in Canada but also in the out- 
side world. 

It may not be out of place to add a word on the political 
aspect of this matter. The retirement from the National 
Cabinet of Sir Herbert Samuel and his Liberal (as dis- 
tinguished from Liberal National) colleagues was probably 
always inevitable, and its effect on the Government’s 
position is referred to elsewhere.* Whatever the loss, the 
unanimity of the delegation under the pressure of “ hard 
bargaining ”’ is now reflected in the British Government. On 
the other hand, the Opposition in Parliament would reject 
the agreements with no less unanimity ; and both in Canada 
and in Australia and New Zealand the parliamentary Oppo- 
sitions are all arrayed against the agreements, although 
on diametrically different grounds. ‘That it is regrettable 
that arrangements which affect so nearly the mutual re- 
lations of the nations of the Commonwealth should become 
matters of acute local controversy on party lines is not 
to be denied ; but we may cherish the hope that if, as it 
is legitimate to expect, the agreements are found to work 


* See page 162. 
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reasonably satisfactorily in practice, the fires of party 
controversy will burn down. And, because the agreements 
are but business arrangements after all, the British genius 
for compromise can be relied upon, if in the actual 
operation of them theyare found to need it, to make the neces- 
sary adjustment by the same process by which they were 
made. Just as we hope that they may help to clear the 
road to a return to prosperity, but do not hail in them the 
creation of a new and more glorious British Commonwealth, 
so we are confident that, were our hopes unhappily to be 
disappointed, the unity in diversity of the Commonwealth 
would survive the disappointment. Great as is the im- 
portance of the Ottawa agreements in the business sphere, 
they are not the articulus stantis aut cadentis imperit. 


APPENDIX 


The effect of the concessions by Canada to British trade was summarised 
as follows in The Times of October 13 :— 


“On the basis of the 1931-1932 Trade Returns the value of the trade in 
the items on which freedom from customs duty is to be given by Canada to 
imports from the United Kingdom is as follows: ‘Total imports,* $31-2 
million (£6,240,000 at par), of which $8-3 million came from the United 
Kingdom. The corresponding figures for those items on which the duties 
are to be reduced are: Total imports,* $58-9 million (£11,780,000 at par), 
and $37:4 million. For the items on which duties on foreign goods will 
be increased the figures are: Total imports, $35°1 million (£7,020,000 at 
par) and $8-8 million.} 

“ The total imports of all commodities into Canada in the same year were 
valued as follows: From all sources $578-5 million (£115,700,000 at par), of 
which there were imported from the United Kingdom $106-4 million 
(£21,280,000 at par). Hence, on the basis of last year’s trade, over 40 per 
cent. of the imports from the United Kingdom will enjoy immediately the 
advantage of lower customs duties, and goods to the value of over $8 million 
will be admitted free of duty.” 


* J.e, all the imports from whatever sources which, when they come from the United 
Kingdom, are to receive this particular preference. 

+ The duties on this $8-8 million worth of British goods were not of course raised, except 
presumably in the one case mentioned by Mr. Bennett. (Canadian Hansard, October 12, 
p- 126). The increase of duties will be on $35°5 million, less $8-8 million. 

t This will be in addition to the British imports already admitted free, the value of which, 
for the year ended March 1932, was $26°7 million. In the same year there were foreign goods 
to the value of $150 million and British (other than United Kingdom) goods to the value 
of $13 million (both estimates approximate) admitted free. 
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O more important document has ever come under the 
consideration of the Council of the League of Nations 
than the Report of the Commission of Enquiry appointed, 
on an appeal by the Chinese Government, “ to study on 
the spot and to report to the Council on any circumstance 
which, affecting international relations, threatens to disturb 
peace between China and Japan, or the good understanding 
between them on which peace depends.” ‘The importance 
of the Report is due, on the face of it, to the facts that many 
involved questions are in dispute between a first-class 
Power on the one side and a vast but weak country on the 
other, that the dispute has already led to hostilities covering 
a wide area and causing much bloodshed, and that while the 
dispute continues incalculable economic loss is inevitable. 
Many—particularly in smaller nations, who perhaps have 
had less opportunity of apprehending all the circumstances— 
would add to the importance of the issue by regarding this 
as a test case—a case which will serve as a precedent for the 
League in deciding what they should do when a stronger 
Power takes the law into its own hands when dealing with a 
weaker one. In fact, the prospect that any other case will 
arise which is truly analogous is extremely remote. As the 
Commission say, there are in this case “ many features 
without an exact parallel in other parts of the world.” The 
multiplicity of these features has added to the difficulty 
of the Commission’s investigation, it must add to our 
difficulty in comprehending why they have been led to 
certain conclusions, but it detracts from the importance of 
the case as a test of what is applicable in cases which may 
arise elsewhere. Nevertheless, whether immediate action 
on the lines which the Commission recommend proves 
possible or whether unhappily it does not, it is essential 
that we should correctly appreciate the nature of the 
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peculiar features to which the Commission refer and which 
they have endeavoured to explain. In the first event it 
will enable us to see the wisdom of the Commission’s 
recommendations, in the second it will enable us to decide 
what alternative course of action is immediately open to us. 

Paradoxically, the case is peculiar because China is 
involved, and China is not as other countries, and because a 
region is involved which is part of China but is not as other 
parts of China. What, then, are the features that dis- 
tinguish China from other countries? What are the 
features that distinguish China’s Three Eastern Provinces 
from other parts of China ? 


I, Cuina: AN UNPARALLELED SITUATION 


HINA isheirto a social and ethical tradition sublimated 

in the precepts of the sages, expounded in the writings 
of the commentators of a hundred generations. Out of this 
tradition there grew a system of government which drew its 
vital energy from a congenial soil. Under the supreme 
authority of the Son of Heaven, but free from any meticu- 
lous control, a corps d’élite, selected from among the people 
by examination in classical scholarship, conducted the 
business of government. In his administration the wise 
and good mandarin sought to interpret classical precept, 
to apply, in varying circumstances, traditional principles. 
His acts were not governed, and nobody wanted them to be 
governed, by the precision of law or of arithmetic. In the 
matter of taxes and fees, for instance, he took what he 
thought right in the circumstances, he passed to higher 
authority what he judged adequate in the circumstances. 
In China an agreement—be it written or be it verbal—is 
binding and, ordinarily, it is scrupulously honoured, so long 
as the circumstances remain what they were, or were 
expected to be, at the time when the agreement was 
concluded. It is not binding and, ordinarily, it is not 
honoured for one moment longer. Negotiation and com- 
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promise become necessary. Law and government edict 
have little more validity than a private bargain, unless 
established by the sanction of tradition. 

This despotism, tempered by respect for a tradition 
common to governors and to governed, differed from other 
despotisms in this, that it provided for an official Opposi- 
tion. No office in the State was of higher dignity, no office 
called for the exercise of greater wisdom or of greater courage 
than that of censor. But even censors are neither all- 
present nor all-knowing, while often they were neither wise 
nor brave. Chinese despotism was consequently like other 
despotisms in this, that it gave rise toan unofficial Opposition 
to the tyrannical exercise of power. Such unofficial 
opposition might mean a sudden end for the tyrant, it 
inevitably meant outlawry to the agents of the Opposition 
if not to its instigators. Consequently, banditry has always 
been endemic in China, and its amount has varied more or 
less directly with the demerit of the administration—though 
with a certain time-lag. 

The attitude of this society, steeped in its ancient tradi- 
tion, to the outer barbarian was one of contemptuous pity. 
This was not due to any conviction that he was misgoverned 
or to any certainty that he was uncultured. It was due to 
the belief that, having been denied all knowledge of the 
wisdom of the sages, he did not know what was really 
worth cultivating—he could not distinguish weeds from 
flowers. 

It has often been asserted that it was inherently impos- 
sible that the knowledge and ideals of Christian countries 
should impinge upon this ancient culture without a con- 
cussion so violent as to cause general confusion and destruc- 
tion of much that was worth retaining. In fact, the first 
close and continuous contact of Europeans with Chinese 
society produced no such untoward result. The first 
missionaries to reside in China, members of the Society of 
Jesus, brought with them a taste for scholarship. They 
appeared anxious to make good the shortcomings of their 
early training by acquiring some knowledge of the Chinese 
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classics. If, with due humility, they suggested that certain 
exotic flowers would bear transplanting to Chinese soil and 
adorn the Chinese garden, they did not condemn the native 
blooms as weeds, much less try ruthlessly to uproot them. 

The confusion and the destruction which have come 
about must be attributed to later contacts with the pro- 
ducts of Western civilisation. If evil consequences have 
come from the contemptuous indifference of the foreign 
merchant to the Celestial garden and all that is in it, still 
more serious have been the consequences, direct and in- 
direct, of the facile optimism displayed by certain mission- 
aries, educationists and others. The hope that the 
good seed was about to spring up both quickly and 
abundantly led to the assumption that it mattered little 
if much that the Chinese revered was trampled under foot. 
Tis true that many of these men have now revised their 
opinions. ”Tis true that other equally zealous workers 
never entertained these opinions. It is undeniable, how- 
ever, that many American and British missionaries and 
educationists were prompted by their confidence in a 
regenerating acceptance of Western light and learning to 
broadcast opinions in regard to matters outside their 
immediate province. ‘These men, with more justice than 
widsom, condemned, as the bearer of evil fruit, the tree of 
government under whose shade the people rested. They, 
and those whom they had taught, cried out that it should 
be hewn down—destroyed root and branch—that to replace 
it they had the seeds of a magic mango-tree concealed in a 
carpet-bag. And what results of the intrusion of this West 
has the present century brought ? 

In 1900 a popular uprising was directed mainly against 
the new teaching and its exponents. ‘This uprising was 
secretly encouraged by the vigorous old lady who controlled 
her country’s policy, and who was more incensed by foreign 
greed, recently displayed in the misappropriation of Chinese 
territory, than by the foreign teaching which she despised. 
That was China’s last active and overt resistance to the 
onslaught of the new ideas. Thereafter, events came fast. 
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In 1904, this same old lady, the Empress Dowager, decided 
to abolish the system of selection by classical examination. 
It was one of the last things she did. No one knows what 
she would have put in its place had she lived to see her plans 
executed. In 1911 the Manchu dynasty was overthrown- 
and China was declared a republic. The magic mango. 
tree was about to grow before a wondering people’s eyes. 
The wondering people, vaguely conscious that the founda- 
tions of their society had been shaken, that the basis of 
authority had been destroyed, trembled, but did not always 
obey. Some degree of coercion was necessary. Yuan 
Shih-kai had ready to his hand men able to exert it—not 
scholars of the mild, classical school, but men, presumably 
of iron, trained in the new military academies, whose 
graduates were to render China capable of withstanding the 
Japanese, the Russians—indeed, the four corners of the 
world in arms. ‘These men, in all China but the south, 
became military governors of provinces—the tuchuns of 
whom we hear so much. As might be expected, the office 
of civil governor rapidly became a sinecure. 

But, though the sword might thus seem mightier than 
the pen, it was too clumsy an instrument for dealing with 
the minutie of government business. Assistants were 
required, trained to the use of the pen and of the tongue. 
With many officials of the old régime retiring, disgusted 
or discouraged, it was inevitable that those assistants 
should be selected mainly from the ranks of the returned 
students, or of the graduates of missionary educational 
institutions in China. Selection, moreover, by these 
military despots, themselves tyros in the business of 
administration, was unlikely to display a wise discrimina- 
tion. Young men were chosen on account of their claim 
to qualities and opinions which would not have recom- 
mended them to their instructors. What was the conse- 
quence for these products of Western education, eager, 
adaptable, intelligent, as many of them were? Crammed 
with ill-digested knowledge, dizzy from a surfeit of half- 
baked ideas, flattered by their teachers, hastily promoted by 
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new patrons even less sophisticated than themselves, 
fawned upon by craftier men who would use them for their 
own purpose, constituting among themselves a semi-alien 
society for mutual admiration, they were inebriated by the 
exaltation of their own self-confidence. No task was too 
great or too difficult for them. Each felt that if his 
particular patron could but make himself master of all 
China—well, the world would see. 

Thus it has come about that during a most critical period 
in the history of a civilisation, a period which called for 
selfless devotion to the public service, ambition has been 
the ruling passion. In certain noble minds at all times, 
and in other minds at noble moments, this ambition may 
have been worthy. More often, unhappily, it has been 
ambition due to greed of personal gain or to the flatulence 
of conceit. ‘To this circumstance is mainly due the endless 
succession of civil wars, waged by combinations of tuchuns, 
abetted as much by their civil as by their military staffs. 
So long as Peking remained the “ capital ” it was the great 
prize in the civil war game, as the super-tuchun who made 
himself master of it could select from his own following 
“the Government of China,” whether they might be 
recognised by foreign Powers as such or not. A de facto 
independent government existed, nevertheless, wherever a 
tuchun held sway who was unwilling to obey the commands 
of the super-tuchun in occupation of Peking. With the 
local government of each such tuchun foreign Powers were 
compelled to come to understandings, through their 
consular officials or otherwise, if they desired to make 
business possible for their nationals in the region that the 
tuchun controlled. 

There has been but one instance in which it can be 
truthfully said that civil war has been waged for a body of 
ideas or ideals, rather than on account of personal ambition. 
Wherever the political capital of China may have been, 
the people of three of the southern provinces of China 
have always looked upon Canton as the fountain-head of 
their particular culture. Whether from heredity, or 
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environment, or both, the people of these provinces are 
more nimble-witted, more volatile, less reliable than the 
people of other provinces, who have always regarded the 
southerner as only less alien than the outer barbarian. ‘These 
provinces have had far more contact with the foreigner 
than the rest of China, scarcely a family* but some member 
of it has worked abroad. In these provinces the tuchun 
never attained the same undisputed domination over the 
civilian that he held elsewhere. Sun Yat-sen waged with 
the pen and with the tongue a continuous struggle for local 
control over the men of the sword. Up to the year 
1924 he met with a very varying degree of success. In that 
year, however, a new catalytic element was introduced. 
The help of Soviet Russia was enlisted, a corps of Soviet 
agents, civil and military, under a leader of great ability 
and force of character, arrived from Moscow. ‘These men 
displayed much of the wisdom of the first Jesuit missionaries. 
They lived as Chinese, they sought to learn Chinese, they 
set themselves to graft rather than to uproot. Their 
immediate success was staggering. Working on and with 
Sun, they gave colour to a body of political doctrine, which 
he outlined in his “ Manifesto ” and amplified in his “ ‘Three 
Principles of the People.” They imparted to Sun’s 
adherents, the Kuomintang, the military training, the 
cohesion, the driving force which enabled them by force of 
arms, supplemented by systematic propaganda, to acquire 
control of China south of the Yang-tse river. ‘There, while 
Hankow was temporarily the headquarters of the movement, 
the moderates of the party were scared by the excesses of 
their own left wing, supported by the Russians. A breach 
took place which has never, in fact, been healed. The 
Russians were expelled—a fate which all along had been in 
store for them as soon as this catalytic element had served 
its temporary purpose. The movement had, however, 
acquired enough impetus, and the party sufficient cohesion, 
to carry the nationalist arms to the Great Wall. There, 

* The word “ family ” when used in connection with China has a signifi- 
cance approaching that of the word “ clan,” 
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for reasons which we shall discuss, it abruptly ceased its 
advance; it straightway began to disintegrate. Its 
generals began, as occasion offered, to adopt the réle of 
tuchun, its civil disciples to consider what could be made 
out of the political game. Chiang Kai-shek, who on the 
apotheosis of Sun Yat-sen had become the military leader 
of the movement, became, in the eyes of the unsophisticated 
peasant, but as other tuchuns, though for the moment 
primus inter pares, the Ministers established in the new 
capital of Nanking, became as the assistants of other 
tuchuns. 

When the Kuomintang left the three southern provinces 
behind them, they advanced into a country in which the 
body of the people knew nothing of the Three Principles 
and cared less, a region in which all that emanated from 
Canton was under suspicion, and control by Cantonese* 
was anathema. Of the Three Principles—national in- 
dependence, democratic government and social reorganisa- 
tion—the first only was readily understood and accepted 
without argument. It was natural, therefore, that both 
in word and in deed greatest stress should be laid on the 
principle of national independence. ‘Thus only could the 
prestige of the Government be enhanced at home, thus 
only could some show of unity be made abroad. The 
efforts of the Kuomintang Government in this direction 
were greatly facilitated by the excellent press which, largely 
as a result of skilful propaganda, the party enjoyed abroad, 
and by the decision of the British Government, notwith- 
standing such unfortunate incidents as the murderous 
attack on foreigners at Nanking and the assault on the 
British Concession at Hankow, to increase the tempo of 
the policy of conciliation adopted at Washington in 1922. 

Whether for good or for evil, it is unquestionable that 
the achievements of the Kuomintang Government in the 
sphere of foreign affairs were considerable ; so considerable 
that a feeling spread that China had now acquired such 


* Chiang and most of his principal Ministers come from the lower Yang-tse 
provinces. 
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moral weight, if not such physical force, that she might 
safely bid defiance to anybody—even to Russia or to Japan. 

Again, in the Department of Finance, for five strenuous 
years an able Minister has been endeavouring to introduce 
into financial procedure regularity, as regularity is under- 
stood in the West, and to obtain central control over the 
collection and disbursement of revenue. With the help of 
a number of competent foreign assistants, he has been 
building up a Treasury Department. Unhappily, the 
dead weight of opposition to regularity and control has 
been so great that, except in the case of the tariff, where a 
foreign-made service was ready to do his bidding, no 
appreciable result affecting the general financial position 
and welfare of the people has been visible outside the four 
walls of the Treasury. The same Minister has been mainly 
responsible, in collaboration with a corps of able and self- 
sacrificing assistants, foreign and Chinese, for the very 
special famine relief measures necessitated by the great 
floods of 1930. The considerable success which these 
measures have achieved wherever the writ of the central 
government ran has been as a ray of hope in the darkness to 
all well-wishers of China. ‘These successes, be it noted, 
are attributed to a person and to co-operation with that 
person, not to any fundamental improvement in the 
general situation. 

That measures the material change which has been 
wrought by the rise to power of the Kuomintang party. 
Paper reform there has been in abundance, but otherwise 
things go on as before—tuchuns and their assistants, 
rapacity and injustice, civil war and the balance of power, 
banditry and communist rebellion which is indistinguish- 
able from it, flood and famine, starvation and death. 

There still flourish tuchuns, and others, who are not under 
the control of the central government in this very practical 
sense that an instruction from the central government will 
be regarded as an order. Consequently direct negotiation 
is still necessary between the representatives of foreign 
Powers and local governments in regard to matters affecting 
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the interests of foreigners in the areas which those local 
governments control. ‘The difficulties that are liable to 
occur when a serious dispute arises regarding the rights of 
foreigners in such an area, particularly the difficulty of 
fixing responsibility, can well be imagined. They have 
been experienced to the full in Manchuria. 

It may, as the Commission suggest, be an exaggeration 
to speak of “ complete chaos” and “ utter anarchy,” in 
describing the general situation of China. It is no exagger- 
ation to say that it becomes progressively more difficult 
for an enlightened Chinese to carry on an honest business, 
a humble peasant to support himself and his family in life. 
Perhaps these circumstances do not distinguish China 
from all other parts of the world, but the situation created 
in the social, political and moral spheres by the clash of two 
civilisations does so distinguish it. 


II. Mancuuria: AN UNPARALLELED SITUATION 


S has been said, Manchuria is part of China. Till 
the other day the fact had never been questioned. 
It is true that, while for more than three hundred years 
Chinese governed Manchus, for close on three centuries 
Manchus nominally governed Chinese. But this does not 
affect the matter. The Manchus have practically ceased 
to exist as a separate race; the Manchus, like Manchuria, 
have become Chinese by absorption. Being, then, part 
of China, Manchuria has shared the history of China. 
When.the Kuomintang made their drive from the south, 
the Three Eastern Provinces (as the Chinese call Manchuria) 
had long been governed by a super-tuchun, Chang Tso-lin, 
whose character and antecedents have already been sketched 
in Tue Rounp Tasiz.* As tuchuns go, he was able and 
shrewd, he was often actuated by laudable motives, never- 
theless, whether moved by personal ambition or by the 


* See Tue Rounp Taste, No. 49, December 1922, p. 106. 
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persuasion of an ambitious staff, he was conspicuous in the 
civil war game. All that has been said about tuchuns and 
their assistants is generally true of the Chang Tso-lin 
régime. How comes it, then, that Manchuria is not as 
other parts of China? ‘To answer this question we must 
glance at the recent history of Manchuria, which will bring 
us to the matters now in dispute. 

When the Manchu Banners passed inside the Great 
Wall in 1628, they left their homeland—the great central 
plain of Manchuria with its surrounding hills and forests— 
almost empty. ‘This vast region, rich in its fertility as in 
its minerals, supported in the south a few Chinese settle- 
ments, a few less enterprising Manchus remained in 
scattered villages, elsewhere a few nomadic Mongols 
roamed at will. Though Chinese immigration into Man- 
churia was thenceforth banned, neither regulations nor 
the Great War were able altogether to exclude them. 
Gradually Chinese worked their way northward over the 
great plain, absorbing the remnants of the Manchus as 
they went, pushing the Mongols before them. For two 
and a half centuries this slow and peaceful penetration 
continued—the Chinese conquering with the plough the 
country of their conquerors. Then, in 1878, Peking 
became alarmed by another encroachment. From the 
north and north-west the Russians were slowly moving 
into a territory of which the frontiers were vague. ‘To fill 
the void into which this advance was taking place, Chinese 
immigration was not only permitted but even encouraged. 
The rolling flood of Chinese peasants fl-wed northward. 
Russia built her trans-Siberian railway by a circuitous route 
outside the northern frontier of Manchuria. 

The Sino-Japanese war of 1894-5 afforded Russia the 
opportunity for obtaining by secret diplomacy and the 
corruption of Chinese officials something of what she 
wanted. As a quid pro quo for help in securing the return 
to China of the Liaotung peninsula and in paying off the 
war indemnity, she was granted the right to build a goo- 
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mile chord to her transcontinental railway across northern 
Manchuria from west to east, and to “‘ administer ” the 
land acquired for the purpose. In 1898 she obtained a 
lease of the southern part of the Liaotung peninsula, the 
Kwangtung territory—required for her projected naval 
base, Port Arthur—and the right to connect this territory 
with the chord iine already built by the construction of 
another great railway on her own peculiar gauge, traversing 
Manchuria from north to south. Similar rights of adminis- 
tration and the additional right to mine coal and fell 
timber for this railway formed part of the new concession. 

In 1900 the Boxer rising gave Russia an excuse for 
occupying Manchuria, and, when the rising was suppressed, 
she was with difficulty prevented from concluding another 
secret treaty which would have given her a virtual pro- 
tectorate over the whole territory. This did not prevent 
her, however, from continuing her pressure, particularly 
in the direction of Korea. Japan, who had been closely 
watching these events, had already become alarmed. Meet- 
ing with no success in her attempts to obtain by negotiation 
an undertaking that the “ open door ” and the territorial 
integrity of China would be maintained, she declared war 
in 1904. Japan’s victories on land and sea enabled her 
to wrest from Russia much of what Russia had squeezed 
from China. 

By the treaty of Peking, in 1905, Japan obtained from 
China the Russian rights in the greater part of the stem of 
the railway T that Russia had built and in the leased 
territory of Kwangtung. At the same time she obtained 
a concession to improve the military railway which she had 
built from Antung, on the Korean frontier, to Mukden. 
She converted this line and her section of the 'T’s stem to 
standard gauge (the gauge of Europe, except Russia, and 
of America, China and Korea, though not of Japan). 
Russia retained for the time being her rights in connection 
with the railways which she had already built in northern 
Manchuria, the Chinese Eastern Railway. Since that 
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date it has been the persistent policy of Japan to fasten 
more tightly her hold upon southern Manchuria by in- 
creasing the privileges of her position there. Equally it 
has been the policy of China to baulk these attempts to 
encroach upon her sovereign rights. 

The considerations which have determined the policy of 
Japan are strategic as well as economic. She has spent 
great sums on railway and other works designed with the 
object of taking up in central Manchuria a first line of 
defence against attack from Russia. She has endeavoured 
to secure the construction of other railways which would 
facilitate rapid deployment on this front. If it be accepted 
that it is wise for Japan to establish her front line trenches 
in central Manchuria, no one will question her wisdom in 
taking steps to ensure that she can rapidly transport and 
adequately maintain the force required to man them. 
What the Commission do very reasonably question is the 
wisdom of establishing a front supported by long lines of 
land communication in a region which is passively, and 
may become actively, hostile. 

In the economic sphere Japan looks to the development 
of these virgin tracts, lying before her own back door, 
for employment for her heavy industries. She rightly 
supposes that a newly-opened country, specialising in its 
agricultural production, will produce more external trade 
per capita than an old country whose agriculturists strive 
to produce all that its citizens require. Japan anticipates 
an ever-increasing exchange of Manchurian beans, rice 
and coal for Japanese piece-goods and general manu- 
factures. ‘These visions may be prophetic, but, gazing at 
them in entrancement, Japan may, as the Commission 
hint, at times lose sight of the immediate facts that China 
has 400 million inhabitants, or more, against Manchuria’s 
30 million, that from among Japan’s principal manu- 
factures more than half the exports go to China inside the 
Wall. It is possible, too, that Japan’s judgment may be 
warped by pride in her technical achievement. She has 
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mines, works and townships, a magnificently efficient 
machine. She has a justifiable pride in the work of her 
hands. 

It is only possible to glance at the means by which Japan 
has sought to give effect to her policy, China to defeat it. 
At various times and in various ways Japan sought to make 
firmer the hold that the South Manchurian Railway gave 
her. She secured from the Chinese an extension of the lease 
to a period of ninety-nine years; China contended that 
agreement in this, as in other matters, had been wrung 
from her under duress. Japan stationed military police, 
to the number of 10,000 or more, along her railways, and 
denied the use of them to Chinese troops except on cash 
payment (thereby discouraging civil war) ; China contended 
that Japan had been permitted to police her railways only 
for so long as Russia policed hers and China could not 
afford adequate protection ; she pointed out that Russian 
police had been withdrawn and asserted that Chinese police 
could now give all the protection required. Japan claimed, 
on somewhat flimsy grounds, that there was an agreement 
that the Chinese should not construct any parallel line or 
any branch line which would prejudice the Japanese railway 
interest: the Chinese built railways to attract traffic 
from northern, eastern and western Manchuria, and 
adjusted their freight rates in such a way as to keep this 
traffic on their own metals. The Japanese lent* money 
for the construction of lines expected to bring traffic 
to the South Manchurian Railway, or to serve their strategic 
plans ; the Chinese failed to meet the service of the loans 
or to appoint Japanese officials as required by the loan 
agreements. ‘The Japanese did all they could (even by 
sheltering Japanese residents from the payment of legitimate 
taxes) to add to the commercial importance of townships 


* By accession to the “Twenty-one Demands,” into which the Chinese 
had, as they contend, been browbeaten in 1915, the Chinese had under- 
taken not to borrow from anywhere else than Japan for the purposes of 
such railway construction. 
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built on their railway land, and so under their administra- 
tion; the Chinese collected taxes on the boundaries of 
railway land, on the contention that similar taxes were 
imposed elsewhere. 

More general questions were also made bones of conten- 
tion. Jurisdiction over some 800,000 Koreans resident 
in Manchuria was claimed by the Japanese, since the annexa- 
tion of Korea in 1910 had made Koreans Japanese subjects. 
This in turn was mixed up with the question of land owner- 
ship, since the general understanding has been that extra- 
territorial rights and the right to own land are incompatible, 
and with the question of consular guards, since they were 
used for the apprehension of Koreans and thus brought to 
loggerheads with the Chinese police forces. 

In Manchuria, as Japan had a national policy, so had 
China a national policy, national in the sense that it was the 
consistent policy of successive Governments, whether 
selected by the super-tuchun of the moment or repre- 
sentative of the Kuomintang. As the policies were dia- 
metrically opposed, neither side made any strenuous attempt 
to be accommodating when occasion arose to discuss any 
of these controversial matters; each endeavoured to use 
the particular occasion to further its main policy. 

But, as we have seen, all foreign Powers have found it 
necessary to discuss with de facto local governments ques- 
tions affecting the interests of their nationals in the area 
that those governments control, and neither the Japanese, 
nor Manchurian, questions have been an exception to this 
generalisation. From 1918 when Chang T’so-lin attained to 
that position, the military government of Manchuria 
was in fact independent of, or merely in alliance with, the 
central government, except during those periods throughout 
which Chang himself was master of Peking, and had con- 
sequently created the central government. It is necessary, 
therefore, to notice briefly what had been the relations of 
Japan’s representatives with Chang and with his successor. 

Although the national policies of Japan and China were 
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radically opposite, and Chang Tso-lin supported the aims 
of Chinese policy, his relations with Japan were not 
unfriendly. The character of the man assured strong 
personal government in Manchuria and freedom from 
interference from the centre. It permitted a man-to-man 
method of dealing with affairs which brought respect 
if not agreement. Moderate Japanese opinion, which pre- 
dominated, regarded Chang as on the whole an asset ; 
it considered that peace in Manchuria, while Japan by 
slow but constant pressure pursued her ultimate objec- 
tives, was desirable. Japan’s representatives, official and 
unofficial, were, therefore, ready to assist Chang in many 
practical ways—in strengthening his armed forces, for 
example, and in quelling a mutinous rebellion. They did 
not, however, favour Chang’s intervention in affairs inside 
the Wall, because they sought to divorce Manchuria and 
its affairs from China’s domestic turmoil. 

There was, however, a body of Chauvinist opinion 
among the Japanese in Manchuria which remained unsatis- 
fied by these Fabian tactics, and desired by more forceful 
methods to achieve quicker results. When it became 
evident that the nationalist arms must sweep before them 
Chang’s subordinate tuchuns, and that a conflict between 
the Manchurian armies and the nationalist forces was 
imminent, Japan’s representatives tendered to the super- 
tuchun advice which was consistent with their tactical 
aims. They intimated that Japan would not permit fighting 
in Manchuria itself, and threatened, if necessary, to prevent 
it by direct intervention. They advised Chang to retire, 
therefore, in good order and in good time. ‘This advice was 
accepted, and Chang bade farewell to Peking with becoming 
dignity. He was done to death as he re-entered Mukden. 

It is universally believed in China, and many known facts 
support the belief, that this political assassination was the 
work of Japanese Chauvinists. ‘Their object, if Chinese 
reasoning does not misjudge them, was at this critical 
moment to create such confusion in Manchuria as to justify 
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the direct assumption by Japan of political control. The 
plan, if plan there was, was frustrated by the coolness of 
the Chinese. They gained ten days’ breathing space by 
pretending that the Old Marshal still lived, and arranged 
to support the succession to the tuchunate of the Young 
Marshal, his son, Chang Hsueh-liang. 

Though Chang Hsueh-liang inherited his father’s posi- 
tion, it was impossible that his personal relations with the 
Japanese should be on the same footing as his prede- 
cessor’s. It was inevitable that in fact, whatever tactics 
policy might dictate, fear and hatred should be his upper- 
most feelings. There were other circumstances, too, 
which must in any case have jeopardised the continuance 
of mutual respect. The young man, who thus prematurely 
had greatness thrust upon him, was not brought up in 
the same hard school as his illustrious father. The spoilt 
child of a rough but oriental court, he had received a semi- 
western but very fragmentary education. A base advantage 
had been taken of his love of sport and experiment. Tempta- 
tion to excesses had been dangled before him which he had 
not been able to resist. Men, and women, who had quailed 
before the father’s glance, were able by fawning flattery 
and artful misrepresentation to get their way with the son. 
Before a year was over he had officially assassinated his 
two most vigorous and trusted lieutenants, on a suspicion 
which was almost certainly ill-founded. 

The Japanese had no longer one man to deal with, they 
had a court with all the arts of court intrigue as practised 
from time immemorial in Asia—arts, incidentally, in which 
they themselves are not altogether unversed. With such 
a legacy of trouble and such an accumulation of personal 
and pressing difficulty, is it surprising that this young 
ruler felt himself unable without help from outside to 
support his country’s policy against Japan? ‘The hoisting 
of the nationalist flag at Mukden was not evidence that 
Chang Hsueh-liang and his followers had imbibed the pure 
milk of the Three Principles, but merely an acknowledgment 
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of the fact that in an alliance with Nanking they found the 
only alternative to a virtual Japanese protectorate. But 
despite this alliance and continuous Japanese incidents, 
Manchuria maintained a position of virtual autonomy 
which was not turned to any very good account. 

Not to be behindhand in the national independence 
movement, the Young Marshal attempted to get rid of 
Russian joint-control over the Chinese Eastern Railway, 
secured by an agreement in 1924. The panic-stricken 
flight of his armed hordes, before a small but efficient force 
supported by numerous "planes, taught him the conse- 
quences of sticking pins into the Russian Bear. Through- 
out the “ Three Provinces” he resorted to a favourite 
device of the tuchun in distress, which had been practised 
tentatively in his father’s time. He issued paper money 
against no security, on a scale which no one else had ven- 
tured. World economic depression and the slump in the 
price of produce deprived the peasant of his accustomed 
revenue; drawing on his savings he found that in some 
mysterious way his hard-won money had turned into waste 
paper. Small wonder that banditry increased. Unde- 
terred by an ominous financial situation at home and trouble 
enough abroad, Chang entered into a contract for the con- 
struction, at a cost which will not be less than thirty 
million silver dollars, of a new port obviously intended to 
be a rival to Dairen, but never likely to justify its cost. 
Verily rash seamanship in stormy weather, the ballast 
thrown overboard, a heavy press of sail set, “‘ youth at the 
helm and folly at the prow.” There were indeed sc many 
“features without an exact parallel” that a spark must 
sooner or later have set light to the mass of inflammable 
material. It matters little whether the spark struck by a 
certain Japanese lieutenant was due to his own Chauvinist 
proclivities or to orders from higher authority. His action 
merely fixed the exact moment at which Japan’s repre- 
sentatives put into operation a carefully prepared plan for 
bundling Chang Hsueh-liang, his entourage, and his 
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army, out of Manchuria. The apparent failure of the 
moderates’ policy to achieve results, extremely difficult 
personal relations in Manchuria, the starting in China of 
the seventh boycott of Japanese goods since the I9II 
revolution, made an eventual loss of temper by Japan’s 
representatives all but inevitable. 

It must be remembered, however, that we have been 
speaking here of a military coup d’état which was essentially 
destructive in its aim. ‘There is no evidence that, as a 
counterpart to this, the civil Government of Japan had 
ready any constructive plan for the creation of a new State. 
Indeed, the somewhat haphazard way in which a new 
government of Manchuria came into being affords pre- 
sumptive evidence of the lack of any preconcerted plan. 
The course of events, and the reaction of popular opinion 
to these events, may have forced upon the Imperial Govern- 
ment the conclusion that a certain course of action was 
unavoidable. ‘The nature of that action, the circumstances 
attending the birth of Manchukuo, and the present failure 
of her puppet government to establish order and to gain 
general respect have already been explained in these pages.* 
The growing conviction in the army and among the mass 
of the Japanese people that in the main the Chauvinists were 
right, and that the moderates had proceeded so cautiously 
that an intolerable situation had been created for Japan, 
has since led to the official recognition of Manchukuo. 
On September 4, eleven days prior to this recognition, the 
Commission signed their Report at Peiping (Peking). 


III. Tue Report 


N their Report the Commission give an account of the 
general situation in the Far East and of certain historic 
events which contributed to the creation of that situation. 
In this account, no doubt for very proper reasons, though 


* See Tur Rounp Taste, No. 88, September 1932, p. 808, 
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there is scarcely a phrase that can be challenged, the stark 
truth is sometimes shrouded in the euphemism of diplomatic 
language. In the foregoing paragraphs an attempt has 
been made to show the truth in all its naked unpleasantness. 
This is no time for mincing words. ‘The unvarnished truth 
must be faced. In the light of the facts, however deplor- 
able, each of the Commission’s recommendations must be 
considered. 

Let us, then, review these recommendations, taking first 
the Commission’s findings and suggestion in regard to 
boycotts—a subject which has scarcely been touched upon 
here, but to which the Commission devote a very lucid 
chapter. The Commission find that, in present circum- 
stances in China, boycotts are organised and controlled by 
the Kuomintang party as a means of bringing economic 
pressure to bear on some other country with which China 
happens to have a dispute. They find that in order to 
enforce such boycotts illegal acts are perpetrated which 
are neither punished nor suppressed. They hold that 
these two circumstances taken together implicate the 
government. ‘These findings mean that with government 
connivance or approval the boycott is being used as a 
weapon in international disputes, economic war is being 
carried on without an official declaration. They suggest 
that the decision whether this is a legitimate weapon is a 
“ problem of international law” rather than a subject for 
their enquiry. They “express the hope that, in the 
interests of all States, this problem should be considered 
at an early date and regulated by international agreement.” 
We, too, may express the hope that whatever else is done 
a genuine attempt will be made to give effect to this sug- 
gestion of the Commission. 

The proposals of the Commission for bringing order 
out of confusion in Manchuria are necessarily more 
elaborate. Briefly they amount to: this. The Council 
should invite the Governments of China and Japan to 
depute representatives to attend two separate conferences. 

F2 83 





The Lytton Report 


The purpose of the first, or advisory, conference would be 
to draft proposals for the constitution of a special régime 
in Manchuria. These proposals would be submitted to 
the Government of China which would embody them in a 
declaration and submit it to the League of Nations and the 
signatories of the Nine-Power Treaty, who would receive 
this declaration as having the binding character of an 
international engagement. ‘The countries interested would 
then conclude a treaty of non-aggression against Manchuria. 
The second conference would be concerned with the 
drafting of new treaties between China and Japan dealing 
with (1) the definition of Japan’s special interests in Man- 
churia, including her railway interest; (2) conciliation, 
arbitration, non-aggression and mutual assistance, including 
provision for the ultimate demilitarisation of Manchuria ; 
(3) the reconciliation of commercial interests. ‘The Com- 
mission contemplate the possibility of the Government of 
the U.S.S.R. participating, through a separate tripartite 
treaty, in the agreements come to regarding non-aggression 
and mutual assistance. 

The régime in Manchuria which the Commission en- 
visage is a semi-autonomous government under Chinese 
sovereignty. ‘The Chinese Government would appoint, 
at any rate the first, chief executive. ‘They would retain 
control over foreign affairs, the posts, the customs and 
certain other principal sources of revenue. Revenues 
collected from these sources would be divided between the 
central and the local governments in agreed proportions. 
As soon as conditions permitted there would be no armed 
forces maintained in Manchuria, save a gendarmerie, 
“‘ organised with the collaboration of foreign instructors.” 
For this and other purposes “‘an adequate number of 
foreign advisers would be appointed ’”—a substantial pro- 
portion of them Japanese—in a manner consistent with 
the sovereignty of China. Further, “two foreigners of 
different nationalities,” enjoying “ during the period of 
reorganisation and trial” “extensive powers” “ defined in 
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the Declaration,” would be appointed in the same way to 
supervise (1) the gendarmerie, (2) the fiscal administration. 

The last of the Commission’s “ conditions of a satisfac- 
tory solution” is this. “Since the present politicai 
instability in China is an obstacle to friendship with Japan 
and an anxiety to the rest of the world . . . and since the 
conditions enumerated above cannot be fulfilled without a 
strong central government in China, the final requisite 
for a satisfactory solution is temporary international 
co-operation in the internal reconstruction of China. . .” 
This requisite, though “ final ” in the sense that it has been 
placed at the end of the Commission’s list, is evidently 
first in order of importance. 


IV. A Pian or Action 


ERE, then, are two co-related problems of the first 

magnitude. In each case the Commission have pro- 
posed for the Council’s consideration a solution which, if it 
be attainable, appears to be ideal. But what are the 
prospects of attainment, and what can we do to enhance 
them ? 

In the first case, the action that the Commission 
propose to the Council can be simply stated. It amounts 
to no more than this: that the Council should endeavour 
to bring Japan and China together to discuss, in a spirit of 
mutual respect and concession, an agreement on certain 
lines. We may take it for granted that at their forthcoming 
meeting the Council will adopt the Commission’s recom- 
mendation and make this endeavour. While earnestly 
hoping that the endeavour will succeed—and despite all 
that has happened there is no cause to abandon this hope— 
we must admit the possibility of temporary failure. Any 
such failure will not detract from the wisdom of the Com- 
mission’s plan, though it must postpone its realisation. 

Such failure must not leadthe Council to countenance any 
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alternative plan. The new State of Manchukuo, for 
example, must not, cannot, be recognised. It rests on no 
sure foundation. As a State it must remain an unrecog- 
nised upstart, politically ostracised. This is not to say 
that an attempt must be made to upset Manchukuo by 
force or economic pressure. The Japanese may have been 
wrong in trying to force this bastard State upon Manchuria, 
and to introduce it to the world as a respectable member 
of international society. This is but one of a thousand 
wrongs that have been committed in and on Manchuria, 
and it would be rash to assume that the Japanese have been 
the gravest offenders. 

But, whoever may have committed these wrongs, it most 
certainly has not been Great Britain ; we have no responsi- 
bility for the creation of the Manchurian mess. We may 
properly join with the League, acting, let us hope, in con- 
sonance with the United States of America, in an attempt 
to bring the parties together and in keeping the way open 
for a reasonable and permanent settlement. We are under 
obligation to decline to recognise a situation which, as the 
Commission say, is incompatible with “the fundamental 
principles of existing international obligations ” ; but we are 
not required to rush to arms to rectify it. Nor is there 
need. If the world, undeterred by threats or by elo- 
quence, persists in maintaining with one voice that the 
Commission’s plan is right and that neither the Manchukuo 
nor any alternative plan will be forced upon its recognition, 
in the end the world wiil have its way. The danger is that 
one or other of the disputants will succeed in causing dis- 
sension in the Council or in the Assembly—tactics for which 
the Chinese particularly have shown a remarkable flair. 
The Council and the Assembly must remain united on their 
Commission’s recommendations. ‘They can never be 
unanimous on any other platform. 

Still, as the Commission point out, agreement on the 
particular questions at issue between Japan and China, 
even though that agreement be endorsed by the whole 
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world, cannot by itself prove an adequate guarantee of a 
happier future for the Far East. There is no prospect of 
such a future unless stable and effective government can be | 
restored to China, and there is no hope of restoring such | 
government except through temporary international co- 
operation. This is the “ Capital Question” in the Far 
East, first in importance for China, for Japan and for the 
world at large. Faced by the grim realities of the situation, 
to sit by with folded hands anda benign smile waiting for 
China to work out her own salvation cannot be counted for 
righteousness. It indicates rather ignorance, cynicism or 
cowardice. 

It is true that, while the Commission have explained in 
considerable detail how international co-operation should 
be organised in Manchuria, they have not explained how 
they think that such co-operation should be organised in 
the rest of China. Evidently the Commission’s plan for 
Manchuria is not entirely suitable for China inside the 
Wall. Yet if we may judge from the insight, the breadth 
of vision and the statesmanship displayed in the Com- 
mission’s Report, it would be difficult to find five men better 
able to recommend a plan for China inside the Wall as 
well as outside. Perhaps they may be asked to doit. In 
the meantime certain outstanding points only can be noticed, 

The area involved is too immense, and the conditions in 
that area are too various to permit of an immediate plan for 
all China. Co-operation can only take place where the will 
to co-operate is present. 

Powers who have undertaken “to respect the sovereignty, 
the independence and the territorial and administrative 
integrity of China,” cannot force upon a Government of 
China, recognised as such, an administrative system in 
which foreigners participate. By doing so they would 
lay themselves open to that very charge of breach of faith, 
to which the Japanese have made themselves liable in 
Manchuria. However limited may be the area in which / 
co-operation takes place, it is essential that within that | 
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area representative Chinese opinion should genuinely 
desire temporary foreign help in a task which presents 
great temporary difficulty. Furthermore, it is impossible 
for Japan to participate in this task—an attempt by more 
active measures to give China, or some part of it, that 
opportunity to develop a stable and effective Government 
which the Washington agreement contemplates—until 
there has been a settlement in Manchuria that is in accord 
with the spirit of the same treaty. 

On the other hand, Chinese opinion is unlikely to favour 
co-operation, even with the League of Nations and America, 
so long as Japan is, not only outside the arrangement, but 
liable to repeat such attempts to rectify matters by the 
use of force as were made at Shanghai early this year. 
There will be no desire for co-operation, and no hope of 
successful co-operation, in any part of China, unless the 
most positive assurances can be given that while this help 
is being afforded in any part of China, there will be no 
attempt by any foreign Power to further the objects of its 
own policy by the use of force against that part of China. 
Given international co-operation with a recognised Govern- 
ment of China, in which Japan plays her part, the Japanese 
contention that China cannot exercise sovereign rights in 
Manchuria because she is incapable of exercising them 
anywhere will lose all its force, the liquidation of the 
Manchurian situation will be facilitated, and a guarantee of 
immunity from coercion will present no difficulty. The 
different parts of the Commission’s plan—a settlement in 
Manchuria, co-operation in China, guarantees against 
aggression—dovetail into one another. But, if Japan is 
temporarily opposed to any part of the plan while the rest 
of the world, including China, supports the whole plan, it 
is most desirable that so much of the plan as possible should 
be immediately carried out. The Manchurian settlement, 
being dependent on Japanese action, would have to wait. 
Co-operation, being dependent on League action, need 
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interested Powers, need not wait either. To refuse such 
assurances would be entirely opposed to the treaty obli- 
gations which these Powers have assumed. Japan, even 
though in Manchuria she may remain for the time recalci- 
trant, can find no excuse for refusing assurances in regard 
to another part of China while that other part of China is 
being governed under agreements made with the League for 
temporary co-operation. Great Britain and the United 
States of America, by obtaining for China the requisite 
assurances, and by taking an active part in the arrange- 
ments for co-operation, can do much to retrieve a position 
for which they are in part responsible, since it is to the 
activities of their nationals, however good may have been 
their intentions, that much of the mess is due. 

If these assurances are given and co-operation is arranged, 
it will not be long before Japan decides to act upon the 
recommendation of Lord Lytton’s Commission for the 
liquidation of her disputes in Manchuria. The Japanese 
people, shrewd realists as they are, will see which way their 
greatest interest lies. Their help too will become available 


in the greatest task that ever fell upon the League of 
Nations. A hundred lesser issues will then be merged in 
a greater one. 





THE PRESIDENT ELECT 


RANKLIN D. ROOSEVELT was elected President of 
the United States on November eighth : he will take 
office on the fourth of next March, Mr. Roosevelt is fifty- 
one years old ; he was educated at Groton, Harvard College 
and Columbia Law School, and has practised law in New 
York City. In 1910, when he was twenty-eight, he was 
elected to the State Senate, resigning in 1913 to become 
Assistant Secretary of the Navy under Josephus Daniels 
and Woodrow Wilson. His administrative record during 
the war was good, and served to enhance an already good 
reputation. He was nominated for the Vice-Presidency of 
the United States on the Democratic ticket in 1920; but 
Governor Cox of Ohio and he were defeated by Harding and 
Coolidge. Eleven years ago he was struck down by infantile 
paralysis; but, except for the total loss of the use of one leg, 
he regained his health and strength completely. He became 
Governor of New York in January, 1929, and he is now 
serving his second term. His record as Governor has not 
been notable bt he has been conscientious in the per- 
formance of his duties, moderately progressive in his social 
and economic views, adroit in his political manceuvres and 
honest in his acts. Franklin Roosevelt should acquit him- 
self satisfactorily as President—unless the peculiar prob- 
lems of these difficult times prove too much for him. 

The election of a Democratic President is, in itself, a rare 
event. During the past fifty years thirteen men have held 
that post and all but two of them—Cleveland and Wilson 
—were Republicans. In the last three campaigns the 
Republican majorities were overwhelming ; Harding, Cool- 
idge and Hoover each defeated his Democratic rival by six 
and a half million votes or more. In 1928 Hoover engulfed 
his opponent, polling 444 votes in the Electoral College to - 
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Smith’s 87. Thus for Roosevelt to convert a 1928 deficiency 
of six and a half million votes into a plurality of the same 
figure, and to turn a negligible 87 in the Electoral College 
into a thumping 472 would seem, on the face of it, to be an 
astonishing feat. Such a statement of the case, however, 
would be misleading ; for when the results were made 
known, very few people in the United States were really 
astonished. ‘The Maine elections in September had shown 
the way the wind had shifted, and long before November 
first the stock market had begun to “ discount ” a Roosevelt 
victory. As the campaign progressed, betting odds rose 
steadily in his favor, and without a break, from even money 
to 7—1 ; and the Literary Digest magazine, collecting the 
unofficial votes of more than three million citizens, gave 
Roosevelt a commanding lead, week after week, as the 
“returns ” poured in and were counted. It would likewise 
be misleading to attribute too great a part in the victory to 
the victor himself. ‘The depression elected him. From 
the army of ten million unemployed, from the three million 
more men and women who may be out of jobs this winter, 
from the hundreds of thousands who have seen their capital 
savings disappear into thin air, came Roosevelt’s huge 
majority. Their disillusionment and their despair accrued 
tohim. Their uncompromising resentment against Hoover 
was ready to be turned into Democratic votes long before 
anyone knew whether Roosevelt or Baker or Smith or 
Ritchie would be the nominee of the Democratic party. 
Almost any Democratic candidate could have won this 
election hands down. It is, therefore, most fortunate for 
the country that a man of Roosevelt’s character and record 
will occupy the White House for the next four years. 

The winner’s strategy lay along simple lines. First, he 
realized that he must prove to the satisfaction of the country 
that his serious illness, ten years back, had not impaired his 
health and strength. He seems to have dissipated this 
doubt conclusively. On the morning after his nomination, 
he flew by airplane from Albany to Chicago in bad weather 
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and made his acceptance speech from the platform before 
the Convention adjourned. He then took a two weeks’ 
holiday off the Atlantic coast in a yawl, accompanied only 
by his sons. His campaign involved a gruelling train 
journey of 20,000 miles around the United States in the 
course of which he spoke to huge audiences at every turn. 
And he ended this remarkable personal demonstration by 
driving six hundred miles in the rain through the New 
England States in an open car, converting hundreds of 
thousands of skeptics who came out to the roadside to see 
him with their own eyes. He delivered a carefully prepared 
address on the railway situation ; he elaborated his views on 
the relation of the government to public utilities ; he 
emphasized the need of balancing the budget and he declared 
against any consideration of the soldiers’ bonus, at least 
until the budget had been balanced and a cash surplus had 
been shown by the Treasury. But while these speeches did 
clear up some uncertainties with regard to Governor 
Roosevelt’s own views, they nowhere joined issue with 
Republican policies, nor did they contribute anything of 
value to the solution of national and international problems. 
He promised a “ new deal.” He solicited the vote of the 
“forgotten”? man. Above all, in season and out of season, 
he rang changes on the theme-+so sweet to his listeners— 
that Hoover and the Republican party with their sins of 
omission and their sins of commission were responsible for 
the present parlous state of affairs in the United States. Mr. 
Roosevelt set his cap for the Presidency and in this way he 
got it. From the standpoint of strategy, his conduct of the 
campaign was perfect. And be it said to his everlasting 
credit that, while he made capital out of the prevailing dis- 
content, he did nothing to foment it. 
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HE Democratic victory was complete. Their Presi- 

dential candidate was given more than twenty-four 
million votes, his plurality over his rival ran to six and a half 
million ; he captured forty-two States out of forty-eight, 
and he will receive 472 votes out of 531 in the formal poll 
of the Electoral College. In thirty-four State contests for 
Governor, twenty-eight Democrats appear to have been 
elected, though the returns are not yet fully tabulated. 
What is more important, the next House of Representatives 
and Senate will both be Democratic by large working mar- 
gins ; the victorious party will have a majority of twenty- 
three in the Senate and will control the House by an un- 
precedented majority of about two hundred. Newspapers 
on the desk before me describe the day before yesterday’s 
doings as a “cyclone,” an “ avalanche,” a “ tornado,” a 
“landslide” ; but the country, in fact, is very much at rest 
after its brief convulsion, and by next week the affair will 
be a nine days wonder. Many people regret that a change 
of administration had to take place just now, many are con- 
cerned about the course of events between now and next 
March ; many wish that there had been more discriminating 
recognition of the strong leadership shown by Mr. Hoover 
during the past eleven months, and a more sympathetic 
response to his last desperate effort to snatch victory out of 
defeat. Yet, in the main, the people are either pleased with 
Roosevelt’s triumph or are reconciled to it. Jim Watson 
of Indiana will not be heard in the Senate next Spring, nor 
Moses of New Hampshire, nor Smoot of Utah. We shall 
have a new Cabinet, including, it is hoped, a man com- 
parable in moral courage with Mr. Stimson—and a new 
flock of Ambassadors will go forth. But though the 
‘‘ avalanche ” bowled over a lot of landmarks, it did not 
plough deep beneath the surface. ‘Thirteen million voters, 
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brought almost to the edge of ruin by playing the red, 
decided to play the black on the off chance. Their chief 
motives for changing from the Republican to the Democratic 
side of the table were neither profound nor radical; they 
had lost confidence in Hoover and his party and they deter- 
mined to turn them out. They were warned that if they 
did so “ the grass would grow in the streets of a hundred 
cities, a thousand towns; the weeds would overrun the 
fields of millions of farms.” That didn’t frighten them. 
They were besought “ not to swap horses when crossing a 
stream.” That didn’t dissuade them. They took their 
brooms and swept out the house, and they feel much the 
better for a good day’s exercise. 
The very size of the Democratic victory is certainly a 
favorable factor. In his first message after election Gover- 
nor Roosevelt declared that the result was more than a 
personal tribute, more than a party triumph ; and there is 
every indication that he is approaching his new duties with 
a grave sense of national responsibility. When the new 
Congress meets in a special session, which he will un- 
doubtedly call next March, both Houses will be friendly to 
him, and disposed to assist rather than obstruct his pro- 
gram for recovery. What is more, the size of his vote 
ought to free his hands from the fetters of special obligations 
which might otherwise have been incurred in his campaign. 
His friends from the central South headed by Huey Long 
of Louisiana, his friends from California led by Mr. McAdoo, 
and William Randolph Hearst, all lent useful support to 
him in the late spring and summer. But unless Mr. 
Roosevelt gave specific pledges to these groups in the stress 
of the campaign (and it is understood that he did not) his 
huge majority ought now to refute any claims on their 
part that they played a decisive réle in his victory. 
Immediately after the election the air was filled with 
rumors of this and that. It was said, for instance, that Mr. 
Hoover would pursue a course contemplated by Woodrow 
Wilson in 1916 when it looked as if Mr. Hughes would 
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defeat him—it was reported that Mr. Hoover would request 
the resignations of Vice-President Curtis and Mr. Stimson, 
that he would name Roosevelt as Secretary of State, and 
that he would then submit to Congress these two resigna- 
tions together with his own, with the result that Mr. 
Roosevelt would become acting President immediately. 
But Mr. Hoover’s most intimate friends promptly an- 
nounced that he had no such thought in his mind, and Mr. 
Roosevelt as promptly stated that he intended to serve until 
January first as Governor of the State of New York. So 
the first of the flock of rumors fluttered down with a broken 
wing. Then the amateurs began to select the new Pre- 
sident’s Cabinet for him—Norman Davis or John W. Davis 
would be Secretary of State, Owen D. Young, Bernard 
Baruch, Senator Carter Glass or Melvin Traylor, the 
Chicago banker, would be Secretary of the Treasury. And 
soit went. ‘Today Mr. Roosevelt took a hand in this game 
himself, characterizing all such rumors as “wholly un- 
authorized ” and making it clear “‘ that no decision will be 
reached in regard to any appointments for at least two 
months.” Expectations at this moment run so high— 
there seem to be so many Talents available for this new 
Ministry—that even after the cooling effect of a two 
months wait the final announcement is sure to cause dis- 
appointment in some quarters. For the man in the street 
is apt to forget that tradition and expediency set a limit to 
the number of Cabinet members who can be drawn from 
one district such as New York City ; and he is also likely to 
lose sight of the fact that a Cabinet is assembled to be a 
harmonious working unit of government and not to be a 
collection of operatic stars. 

Something more than rumor, however, has led to the 
hope that there will be active collaboration between Mr. 
Hoover and Mr. Roosevelt on national problems during 
the next four months. The President can hardly fail to 
consult his successor with respect to next year’s appro- 
priations ; he may well call for help when the long-awaited 
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war debt notes reach Washington ; and it is reasonable to 
suppose that the American experts, now engaged in drawing 
up an agenda for the International Economic Conference, 
will ask Mr. Hoover, almost at once, whether they are to 
continue to act under the set of instructions given to them 
in Washington before they went abroad, or what they are 
to do. It seems quite logical for Mr. Hoover to refer this 
question to his successor. Since these matters are urgent, 
it is a hopeful sign that in his magnanimous message of 
congratulations, Mr. Hoover added: “In the common 
purpose of all of us I shall dedicate myself to every possible 
helpful effort.” Likewise in Mr. Roosevelt’s statement of 
November Io a real prospect of collaboration may be read 
between the lines: ‘ From now until January 1, 1933, the 
greater part of my time will be occupied with my duties as 
Governor of the State of New York.” The evidence, so 
far, is admittedly thin; but the need for consultation is 
obvious, hopes are high, and both the principals are 
patriotic gentlemen. 

One question, however, need cause them no concern. 
For if the present Congress does not decide to modify the 
Volstead Act to permit the manufacture and sale of light 
wines and beer, Mr. Roosevelt’s Congress will do it as 
soon as it is convened. Exigencies of budget making may 
force action more quickly than is now expected ; for a tax 
on these consumables would yield substantial revenue 
without strain, and without a further burden on individual 
and corporate income. Perhaps we shall have to wait 
until Spring to be done with this iniquitous legislation ; 
but the end is near and sure. On this point at least the 
mandate of the election is unmistakable ; for though pro- 
hibition was not an issue in the Presidential campaign, it 
was a specific issue in contests for seats in the Senate and 
the House. Candidates were asked to state their position 
unequivocally, and most of them did so. Of the twenty- 
seven Senators who were elected on November 8 nineteen 
had declared themselves “ wet,” and four others, who did 
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not state their position in so many words, ran for election 
on platforms which declared either for resubmission of the 
Eighteenth Amendment to the voters of the several States, 
or for its outright repeal. Three hundred and fifty-one 
Representatives were elected ; two hundred and twelve of 
them were self-styled “ wets ” and a hundred more rested 
on the statements in their respective platforms. Far more 
than two thirds of the new House will vote for repeal or 
resubmission, and the Senate majority will be substantial. 
The Volstead Act is as good as killed, whether by the 
present Congress or the next one, and the repeal of the 
Eighteenth Amendment, which has hitherto been regarded 
as beyond the pale of possibility, now seems within reach. 
The great twelve year experiment has failed. It is now 
coming to an end, and with that smoke screen for boot- 
leggers, racketeeers and other criminals swept out of the 
way, it may be possible to deal somewhat with this gentry. 


III. 


URING the twelve years which have passed since the 

war ended, we have been witnessing a second “ noble 
experiment,” and now its failure, too, must be confessed. 
We imagined, in this country, that international debts, 
incurred during the war and finally ratified after the con- 
clusion of peace, could and would be paid. It becomes 
clear that we shall fail to collect a large part of the sums 
due us over the next two generations. It also becomes 
clear—and it may perhaps be expressed in this way too— 
that our debtors will fail to meet their engagements to us. 
Once, in the solemn language of the legal instrument, they 
were able and willing to pay. This is not true any longer. 
In some quarters the ability is lacking, in other quarters 
it is the will that is not there. In either case the result 
to the taxpayer is the same. The scene shifts from Lau- 
sanne to Washington, and so we get on with the world’s 
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work. It is often said that the world’s return to prosperity 
waits on the resumption of American foreign lending. It 
will be a long long time before that practice is resumed on 
any scale. Rightly or wrongly, the American investor and 
the American taxpayer counted on payment : and it would 
be a gross perversion of truth to suggest that he is going 
to be pleased when he realizes that he’ll never get it. 
Antonio, he will sadly recall, didn’t pay Shylock either, in 
the end. May the writer of this article now add that he 
has knowingly exceeded the limits of good taste in what 
he has written; but he considers it important, even at 
some risk, to correct certain exaggerated expectations of 
free and happy cooperation between the United States 
and the rest of the world as the result of Mr. Roosevelt’s 
election. For twelve years we have tried to take an 
elaborate by-pass around the wreckage of the war: we 
have come to the end of the by-pass and it just doesn’t 
lead out. Much of the distance travelled since 1920 must 
be retraced, and we must clean the wreckage in the main 
road, piece by piece. 

Franklin Roosevelt is fair, patient, and intelligent ; he 
has the gift of getting men to agree. He is possibly a 
very great genius in the art of politics. His amazing 
triumph over his own personal disability is an act of 
character: and character can’t just be ordered in packages 
to suit occasions. It seems quite foolish to try to predict 
what his specific contribution to the settlement of inter- 
national problems will be. But, in general, the people of 
the United States may confidently entrust the next four 
years to a man whose courage, self-discipline and good 
cheer have pulled him out of his own depression and have 
set his feet on the way to the White House. 


United States of America, 
Armistice Day, 1932. 
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RUSSIA AND THE FIVE YEARS 
PLAN 


I. APPEARANCE AND REALITY 


UTWARDLY Moscow has never looked so bright 

and snappy as it does to-day, at the end of the Five 
Years Plan. In street after street one finds the old cobbles 
replaced by shining asphalt. The shop windows in the 
main thoroughfares, dingy and dirty enough only the other 
day for a deserted graveyard, are now washed and wiped 
until they positively glisten. Nor are they as empty as 
they used to be. Tiers of vegetables—cabbages, carrots, 
tomatoes, beetroot, egg-plants and cauliflowers, neatly 
arranged in even rows—give variety and colour to the 
food shops. In the drapers and clothing stores garments 
and stuffs are neatly displayed. ‘True, the Westerner is 
quick to notice the shoddy quality, the cheapness of the 
material, the style and the workmanship ; but for Russia 
even such a show as this is an achievement. 

Outwardly Moscow seems not only bright but happy. 
For the first time I found once more a semblance of the 
old night life. Hitherto the enjoyment of what there 
was of it had been confined to foreigners, but to-day 
Russians, too, if they have the money, are free to indulge 
init. One sees, every day in the newspapers, advertisements 
of restaurants which keep open till the small hours and 
supply wine, vodka, liquor of all sorts, and hot meals. 
They even provide an orchestra and dancing. Last year 
such restaurants simply did not exist. In the dining-rooms 
of the leading hotels, where one hardly ever used to see 
a Russian, there are now crowds of them every evening. 
Gypsy choirs, banned a couple of years ago as a “ dis- 
integrating influence, without any positive contribution to 
make to the Plan ” are again contributing their old liveliness 
to Moscow life. Even the dancing hall, banished like a 
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pest, has come back. There is, it is true, only one of 
them at the moment—in a Moscow suburb—but it is 
crowded every night with young people enjoying them- 
selves, and its success has been so colossal, that everyone 
is confident that there will soon be others all over the 
country. ‘Theatres, operas and movies are always crammed. 
Time and again I have been unable to get a ticket for 
either the Art Theatre or the Ballet. Round the corner, 
by my hotel, there is a picture house, and even when it 
is wet, one sees hundreds of people every evening waiting 
their turn for a chance of admission. ‘There have never 
been so many concerts and literary evenings at which 
professionals recite selected passages from the classics or 
the new Russian literature, and authors read their own 
works, published or not. A visit to the performance of 
Hamlet at the Vachtangov Theatre, the liveliest in Moscow, 
would convince a foreigner that the Russian, in spite of 
his troubles, enjoys a little fun as much as anyone in the 
world. Roars of laughter greet not only Polonius’s sayings, 
but even Hamlet’s. For in this daring rendering of 
Shakespeare’s masterpiece, the Prince of Denmark is no 
longer the tall, pale dreamer, but a plump, cunning little 
fellow who loves nothing so much as a joke, and whose 
only ambition is to make fools of the royal personages, 
and to get the crown for himself. As interpreted by the 
Vachtangov players indeed, Hamlet is no longer a tragedy, 
but a lively melodrama, a stupendous, almost a hilarious, 
spectacle. 

At every turn one finds signs of improvement in the 
appearance of things. On a walk round after getting back, 
the shops, the people, the pavements, the traffic, the 
amount of building, everything encouraged the impression 
that Moscow had become a booming metropolis, and that, 
here at all events, the Five Years Plan was nearing its end 
in a blaze of triumph. 

But this impression was short lived. One evening, on 
the way back to my hotel, I noticed a crowd on the side- 
walks of a by-street. ‘They were lined up two or three 
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abreast, some of them, tired of standing, lying about in 
heaps asleep by their empty baskets, others still patiently 
waiting on their feet. A bread queue no doubt, I thought, 
waiting their turn for a ration—it would have been so in 
an American or European town. But it was no bread 
queue ; it was a meat one, and the people were not there 
for charity. They all had money, and had come not to 
beg, but to buy. They came early, though they knew that 
the store would not open for hours, so as to make sure 
that the meat would not give out before their turn came! 

This incident was in itself enough to show up the empti- 
ness of rash Communist boasts and dismal Capitalist 
warnings. Both thought in their unreflecting way when 
the Plan was started, that Russia, at the end of the five 
years, would take her place among the most prosperous 
nations of the earth. The Russian slogan, both for pro- 
duction and consumption, is “Catch up with and pass the 
capitalist countries.” Whether they will ever do so is 
another question, but they are certainly a long way off it 
to-day. In spite of the improved appearance of Moscow— 
which in any case is explained by the special attention it 
has received as the favourite city of the Soviets—of the 
imposing amount of constructive work all over the country, 
and the continuous growth of educational facilities both 
in town and country, the end of the Five Years Plan finds 
Russia face to face with a crucial food problem—the most 
crucial since the days of the famine. Rations of meat and 
other fats have never been so meagre for a whole decade, 
and the prospects are anything but bright. It will indeed 
be no mean achievement if there is enough meat, even at 
the end of the second Five Years Plan, to allow of the 
population receiving a single portion a day. 

And yet, in spite of the shortage of food, the Five Years 
Plan, from the standpoint of national and social develop- 
ment, is an astounding phenomenon, especially when one 
considers the conditions at the time it was started. That 
was in 1928, a year of trouble indeed. In her international 
relations Russia was in a dismal plight. England had 
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broken off relations, America refused her recognition, 
France did nothing but sulk, Poland made wry faces, China 
broke into the Soviet embassy in Peking and the consulates 
in other Chinese towns, raided them and expelled the Soviet 
representatives. No nation showed the slightest sympathy, 
except possibly Germany and Turkey, and theirs was given 
sub rosa and in a niggardly fashion. ‘There were no credits 
in sight save limited amounts from Germany and Italy. 
From other quarters there was no help forthcoming. 

Internally the picture was no more cheerful; the Com- 
munist party was riven with dissensions; Trotsky driven 
out, and his followers banished to remote regions in hun- 
dreds, among them some of the ablest men in the country, 
orators, directors, writers, engineers and economists ; 
fresh disruption constantly threatened from the Right ; 
the peasantry seething with discontent and the nepmen* 
and the intellectuals recalcitrant—some intellectuals indeed, 
though a much smaller number than the hysterical Soviet 
press would have the world believe, were actually taking 
to sabotage. ‘There was little skilled labour, few engineers 
with any experience in the construction of modern industrial 
plant, and few—very few—leaders with the capacity to 
manage such plant. ‘The country itself was in a thoroughly 
backward state. It had barely recovered from its foreign 
and civil wars, its industrial output was reduced to one- 
fifth and its agricultural to three-fifths of normal. Ina 
word, Russia was isolated, disunited, impoverished. 

Such were the conditions under which the Plan was 
launched, and now that it is nearing its conclusion, it is 
important to understand its aims, and still more its 
significance. 


II. Tue Marertat AcHIEVEMENT 


HE one thing that the Plan has not altered is the 
Russian passion for speech-making. ‘The character of 
the speeches, however, and of their subject-matter, has 
undergone a change. The speaker may, true to his old 
* Private business men. 
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form, start off with a tirade against civilisation, against 
Trotsky, against the Right Opposition, or the Socialists 
of Germany and England. But these are only preliminary 
fireworks. The rest of the speech will be a really sober 
report, the explanation of some plan and its difficulties. 
The speeches to-day would, indeed, be very like the sort 
of survey that the president of a big corporation or univer- 
sity might make, were they less exhaustive and their 
literary quality less spicy. Nowadays, too, statistics figure 
more prominently in them than quotations from Marx 
and Lenin, but the statistics are no mere tables of figures. 
They spurt out with a fire that excites and captivates the 
audience. They are to the Russian, in fact, what the latest 
football scores or athletic records are to the sportsman, 
what the stock exchange news is to the speculator, or the 
pulse and temperature of the patient to the nurse and the 
doctor, or, maybe, to the relations. They bristle with hope 
and triumph, but they also bring anxiety, even panic. 

As I write, I have before me a collection of the latest 
speeches, and the following figures, taken from them, will 
be left.to speak for themselves. The original Five Years 
Plan postulated the construction of 12,600 railroad cars in 
the fifth year. Actually there were 20,000 cars built in 
the third year, 1931. The Plan has also done well in 
tractors. Production was raised to 40,000 by the end of 
1931. Then, take locomotives: only 825 were to have been 
completed in the fifth year, but in 1931 the factories 
actually turned out 812. In 1913, Russia manu- 
factured 17 million pairs of shoes, but by 1931 the figure 
had reached 76-8 million pairs, exceeding the estimate 
for the last year by 16-7 million. In 1913 she produced 
27 million pairs of rubbers. In 1931 the number had 
grown to 53-9 million, or 2-9 million more than the pro- 
gramme figure for the last year of the Plan. The statistics for 
agricultural machinery are particularly noteworthy, as very 
little of it was made in the old days. For the 1931 sowing 
season, in addition to the 40,000 tractors already mentioned, 
the following pieces were turned out from the factories :— 
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Grain drills .. -. 82,000 Hay mowers .. 
Threshing machines .. 77,000 Binders a 
Combines... -- 3,500 Hayrakes.. “a 930 
Cotton-picking machines 1,667 Beet diggers .. .. $000 
Tractor carts .. -- 16,500 Potato planters ei S| 
Corn-picking machines 196 Manurespreaders .. 336 
Tractor cultivators .. 4,827 Cotton planters .. 21,000 
402 elevators have also been built. 


In 1913 Russia manufactured 94,000 tons of soap ; in 1931 
this figure had grown to 189,000 tons. And yet the demand 
still far outstrips the supply. . The entire industrial output 
was supposed to reach a value of 19°6 billions in gold 
roubles in 1931; it actually rose to over 27 billions. 

Ordzhonokidze, the Commissary of Heavy Industry, 
boasted that, even to-day, there were signs that Russia had 
beaten the capitalist nations in output. It took England, 
he said, from 1864 to 1899, that is 35 years, to increase her 
output of pig iron from 4 million to 9°5 million tons, and it 
took Germany ten years and America eight to do the same. 
But Russia, he said, expects to do as much in a single year. 
He naturally did not mention that the Russian miracle 
would have been impossible but for English, German 
and American inventions. Later on, the same orator notes 
that, although America had only 69 blast furnaces out of 
307 working in October, 1931, Germany only 47 out of 145 
in November of the same year, and England only 70 out of 
400, in Russia, instead of blast furnaces having to close down, 
new ones were constantly being brought into use. 

Other orators cheer up themselves and their hearers 
with further statistics. In the original scheme, for example, 
the Russians merely expected to reduce unemployment, but 
in the event, unemployment was completely eliminated in 
the first three years of the Plan. The working day has 
been reduced to seven hours in three-quarters of the fac- 
tories ; primary education has become universal, and in 
the large towns high-school attendance has been made 
compulsory. In the production of oil, Russia, by the end 
of 1931, had far outstripped the Plan, ranking second only 
to the United States. She is approaching the second place 
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for machinery, and the first place for agricultural imple- 
ments. The most striking revolution, however—statis- 
tically, of course—has been in agriculture. Originally the 
Plan called for the collectivisation of only one-fifth of the 
peasant holdings ; as a matter of fact, 60 per cent. of them 
have been collectivised, and these, together with the State 
farms, cover 80 per cent. of the total cultivated land of 
Russia. In other words, only 20 per cent. of the land is 
now farmed by individuals. 

But these successes, even in terms of statistics, tell only 
one side of the story and they fall mainly within the first 
three years of the Plan—years of extraordinary effort. Since 
then there has been a slackening off, though construction and 
development have been pushed on with unabated energy. 
It must be remembered that the Pian laid most emphasis on 
the need of heavy industry as the foundation of all other 
industries. In heavy industry the Plan has not achieved its 
programme. This has happened in the case of coal, 
pig iron, steel and rolled steel, the four mainstays of 
heavy industry. 

To take coal first: the original programme for 1931 was 
53 million tons, raised by the revised control figures in 
1932 to 83 million tons. ‘The actual amount produced was 
53 million tons. For 1932 the original plan was 75 million 
tons, raised by the control figures to 90 million. Actually 
only 47 million tons have been extracted during the first 
nine months of 1932, which means that the total for the year 
might reach 63 million tons, or about one-third less than 
was originally prescribed in the Plan, and about one-sixth 
less than the final control figure. It should, however, be 
remembered that only 28-9 million tons were produced in 
1913. 

Next, take pigiron. The original schedule was 10 million 
tons this year, reduced by the control figures for 1932 
to 9 million tons. In all probability the actual output will 
not exceed 6 million tons. Again, the original schedule 
prescribed 8 million tons of rolled steel, reduced by the 
control figures to 6:7 million tons. Actually, no more than 
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4,205,000 tons are expected. The original Plan called for 
an output this year of 10-4 million tons of steel, cut down 
by the control figures to 9:5 million tons. In all proba- 
bility, no more than 5-5 million tons will be produced. 

Since coal, iron and steel are the essential raw materials 
of industry, a drop in their output necessarily means a 
drop along a good part of the line. But the drop has been 
most severely felt by the automobile industry. Lack of steel 
is one reason, though by no means the only one, for the failure 
to fulfil the original programme of 130,000 cars in the last 
year oi the Plan, or even the reduced programme of 75,000 
under the last controi figures. Nizhni Novgorod, the 
site of the new Ford factory, was supposed, this year, 
to turn out 30,000 cars, but only 2,400 have actually been 
produced in the first eight months of it. The reader must, 
however, bear in mind that Russia was not intended to 
begin constructing automobiles until the latter part of 
October, 1931. She made hardly any cars in 1930; she 
only assembled 8,550. At present the Moscow Amo and 
the Nizhni Novgorod plants are turning out 65 cars each a 
day. ‘The Amo factory makes nothing but 1-5-ton trucks ; 
the Nizhni Novgorod plant turns out passenger cars as well. 
During 1931 the output of the Amo factory was 10,757 
trucks. A third factory at Yaroslavl has also begun to manu- 
facture §-ton trucks. ‘Thus, although neither the original 
schedule nor the revised programme have been complied 
with, Russia, at the end of the Plan, finds herself in posses- 
sion of an automobile industry with three huge factories 
built and equipped in the best modern style, and con- 
tinuously at work. 

There are various reasons for the slump in the last lap 
of the Plan, the principal being lack of competent labour, 
poor transport, bureaucratic methods, and the absence of 
adequate supplies. But, above everything else, there are 
the world crisis, and the inferior living conditions. The 
world crisis cut deep into Russia’s income of foreign money, 
and this in its turn necessitated a reduction of imports and 
the engagement of foreign experts. Inferior living con- 
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ditions have interfered seriously with the efficiency oflabour, 
in any case none too high. In the Kharkov and Stalin- 
grad tractor factories, the turnover of labour personnel has 
been at least 25 per cent. Workers come, receive train- 
ing, and then go, and new workers have to be trained all over 
again. ‘This makes any programme difficult, if not impos- 
sible. A particularly bad case was given in the Moscow 
Pravda on October 16. In a group of metal factories in the 
Urals which employ 61,000 men, 206,000 workers have 
actually been engaged in the last three years, and of these 
203,000 deserted! In the Don coal basin this come and go 
habit has become a chronic economic disease. 

Nor can the Russians boast of the quality of their manu- 
factures. Their tractors do not stand up as well as the 
American, though they answer their purpose well enough. 
Articles of everyday use are markedly inferior to those of 
European and American make. Russians have often asked 
me if I could spare them a toothbrush, as their own had 
lost their bristles. ‘Their shoes, too, wear out more easily 
then they used to do, though their rubbers are among the 
best in the world. A friend told me at Kiev that he had 
gone into a shop to buy a pair of shoes, and after trying on 
a shoe told the clerk to pack up the pair, as it was a 
good fit. On reaching home he discovered, however, that 
one shoe was longer than the other. He took the shoes 
back, and found the clerk quite willing to change them, 
but on investigation it appeared that every one of the 
hundred pairs of the same size in stock had one shoe larger 
than the other! This incident is not typical of the whole 
shoe industry, but it shows faulty management somewhere ; 
and the shoe industry is not the only one that suffers in 
this respect. Four cities, Kolomensk, Bryansk, Logansk, 
Kharkov, all make locomotives of the same model, size, 
shape, and weight (96-5 tons). Yet, for a locomotive the 
Logansk factory uses 130 tons of metal, the Kolomensk 
125 tons, the Kharkov 117 tons and the Bryansk 127 ! 

To take another example. In the Pravda of July 24 last 
there was a letter from Grozny, the booming oil town in 
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the south. It cost millions of roubles to build the Palace 
of Labour there, yet, the writer pointed out, only a year 
later structural alterations were needed. ‘The lavatories 
had no ventilation, and after rain the mud was so bad round 
the Palace that it was impossible to approach it. A workers’ 
club in the same town had not a single lavatory, and the 
workers’ dormitories inadequate windows. Hardly a day 
passes without letters on this sort of thing in the leading 
Russian newspapers. 

And yet, in spite of every setback and failure, taking 
everything into consideration, the development achieved 
under the Five Years Plan is astounding. The tractor 
plants of Kharkov and Stalingrad, the Amo automobile 
factory in Moscow, the Ford plant at Nizhni Novgorod, 
the Dnieprostroy hydro-electric project, the mammoth 
steel plants at Magnitogorsk and Kuznetskl in Siberia, the 
network of machine shops and chemical plants in the Urals 
—which bid fair to become Russia’s Ruhr—these and other 
industrial achievements all over the country show that, 
whatever the shortcomings and difficulties, Russian industry, 
like a well-watered plant, keeps on gaining colour, size and 
strength. 

That is one reason why a mere statistical approach gives 
such a misleading idea of what the Plan is going to mean 
for Russia and the world. The failure of heavy industry 
to produce according to schedule is, in my opinion, not 
nearly so significant as the fact that Russia has now a 
heavy industry, which, however badly manned at the 
moment, has an equipment comparable to the best in the 
world. The Plan as a statistical formula is one thing, but 
quite another as the symbol of a new age and a guide to a 
new destiny. 

Viewed as the symbol of a new age, first and foremost, 
the Plan has made Russia a predominantly industrial nation. 
Agriculture, of course, plays the leading part in the national 
economy, but the first place, in terms of value of output, 
already goes to industry. Henceforth, in spite of mistakes 
and shortcomings, the world will have to reckon with Russia 
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as an industrial, and not primarily as an agricultural, 
country. 

Of even more dramatic significance is the fact that the 
Five Years Plan has practically wiped out individual 
enterprise. Industry, wholesale trade, retail trade, with 
the exception of the bazaars, are all now under the iron 
control of the State. Never before in history have such 
gigantic enterprises as those already enumerated, and the 
thousands of giant State farms, been created and run by a 
government. It was not easy to destroy private enterprise 
even in Russia. ‘The new economic policy,* a mere con- 
cession to the private business man, like a dog held in leash, 
was never allowed free play. It took no little brutality to 
snuff the life out of it, and all that it stood for, but the 
nep has now disappeared, and there is no longer any private 
business. The State is undisputed master of all economic 
activity with the exception of the 20 per cent. of the land 
still in the hands of individuals, and even there State 
discipline is so far-reaching that the farmer constantly finds 
himself checked and compelled to adapt himself to the 
national Plan. 

The recent decrees allowing the individualist peasant, the 
collectivised farmer and the artels of handicraftsmen to sell 
in the open market, do not seriously interfere with the basic 
principle of the Plan, for the middleman is barred and sales 
can only be made direct to the consumer, and no one else. 
If anyone buys to resell, the law will deal sternly with him. 
It is the intention of the State to remain in control of the 
economic life of the country. Whether a nation’s develop- 
ment can proceed as well under such a scheme is a questiop 
which only history can answer. But for the Russian there 
is no going back, as long as Russia is Russia. Individualist 
enterprise could only return if Russia were to be conquered 
in war or in the event of an internal disruption, rendering 
it possible for her neighbours to absorb her and graft their 
own economy on to her. Even so, the change would only 


* The new economic policy was introduced by Lenin in 1921. See 
Tue Rounp Taste, No. 47, June 1922, p. 544. 
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be effected after frightful slaughter, for neither the workers 
nor the new youth would acquiesce without desperate 
resistance. 

And because Russia has become a pre-eminently industrial 
nation, she could, if compelled to do so, carry on her own 
development with her own resources, which would have 
been out of the question when the Plan was first started. 
Foreign engineers and foreign equipment were then 
indispensable. But she has now reached the point when 
war, blockade, or international boycott, all of which she 
used to dread more than anything else in the world, though 
they might hamper it, could not stop further industrial 
growth. She can live to-day, if need be, off her own fat. 


III. Tue Human Sipe 


UT even more significant than these material gains is 
the human change that the Five Years Plan has 
brought. The mere word “ plan” suggests a new approach 


to the problem of living. Hitherto man, as an individual, 
has focussed his ambitions, tastes and ideals in a well- 
conceived personal plan, but as a nation he has been willing 
to follow a policy of laissez-faire. He has been guided by 
his immediate needs. His ego has been his kingdom. 
Everything has begun and ended with that ego. 

The Plan brings all this to an end in Russia. It envisages 
society in a new mould. Man’s ego is no longer the centre 
of things, but merely an organic part of the whole, or as 
the Russians say, of the mass. In the basic things of life the 
individual can no longer separate himself from the mass 
without courting disaster. In all calculations to-day it is 
the mass that counts, and everything that man, as an 
individual, needs—bread, shoes, books, headache powders, 
museums, theatres, automobiles, highways—comes to him 
by virtue of the Plan, itself devised for the mass. He may 
cherish whatever ambitions he chooses, indulge in whatever 
pleasures and caprices he likes, but these must in no way 
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clash with the fundamental interests of the mass. If he 
wants more shoes than his neighbour, or to go to the 
theatre more often, if he has a taste for red neckties or 
brown shirts, no one will stop him indulging it, provided 
that his earning capacity permits of the enjoyment of these 
things, and that the supply of goods for the nation makes 
them available for him. 

That is why the idea of planning has loomed so large in 
importance in Russia. The Plan is the mainspring of 
everything and everybody. Whatever you do is part of it. 
You dig a ditch, you plant potatoes, you lift bricks, you 
blast rock, you study medicine—it is all part of the Plan ; 
you buy shoes, you get pictures for a house, instal a tele- 
phone, eat canned tomatoes—it is all the result of the 
Plan. “ Nurseries,” says a poster in a village kindergarten, 
“should be put to the service of the Plan”; and if you 
read on, you find the explanation. “By keeping the 
children in the nurseries, mothers can make their full 
contribution to the fulfilment of the social programme of 
the Five Years Plan.” 

No wonder Russia is so Plan-conscious, and no wonder 
that the Plan has become an idée fixe, the purpose and the 
passion of the young. ‘There is no schoolhouse, co-opera- 
tive farm, or factory without a plan of its own which fits 
into some other plan, like a rivulet that flows into a river 
running to the sea; all of them in the end to take their 
place as part of the Plan. I have seen dances, songs, 
games and plays which centre round the idea of it. The 
Plan, indeed, has become the incentive, it takes the 
place of profit in an individualist society. 

The Plan has also effected a real transformation in the 
attitude of the Russian towards machinery, a change which 
can be traced back to the early days of the Revolution, 
when the machine was already greeted as the conquering 
hero. But the Five Years Plan, with its vast supplies of 
foreign machines and the hosts that it is having constructed 
at home, has crystallised the idea. The old Russia scorned 
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the machine. The Tzarist Government was afraid of it—the 
machine stirred up new wants, new ideas, new dissatisfac- 
tions. It carried with it a threat of death to autocracy. 
The landed gentry had nothing but contempt for it. It 
was a dirty vulgar thing which interfered with the ease 
and grace of living. ‘The industrialists, a rising class even 
then, loved it, but they had neither the social standing 
nor the political power of the landed gentry. As though 
to give moral support to the contempt prevalent in good 
society, Tolstoi, like Gandhi to-day, denounced it as a 
distorter of human values, a perverter of human emotions. 
The machine, he declared, had made men greedy, hard 
and vicious, it was a weapon of torture and death. 

The Revolution and the Five Years Plan have changed 
all that. If the welfare of the mass was the end at which 
the Revolution aimed, the machine is the means to that end. 
The whole scheme of reform for which Sovietism and the 
Plan stand—the reconstruction of the nation’s economic 
life and the remaking of the human personality—depends 
upon the triumph of the machine. And so it has come to 
pass that all former objects of reverence—treligion, private 
property, home—have lost or are losing their appeal. ‘The 
machine now stands out as the object of veneration. It 
has become the great miracle, the saviour. 

The discovery of the machine and contact with it, then, 
are changing Russian mentality. Since the beginning of 
the Plan ten million men and women, chiefly from the 
villages, have been sucked into industry; schools are 
spiinging up by the hundred all over the country with 
the special task of training students in the use of the 
machine. Books, posters, pamphlets and charts in millions 
are pouring out of the presses to help on the process. All 
the Russian public schools have been polytechnicalised, 
They are now known as labour schools, and in all of them 
manual training, locksmith, foundry and machine shop 
work are compulsory. The study hours are supplemented 
by visits to neighbouring factories, and a certain amount of 
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practical work in them. All this is to develop mechanical 
mindedness, and to prepare the reserve of skilled workers 
that the factories so desperately need. And inthe process the 
Russian too is changing. He is becoming more disciplined, 
more sophisticated, but at the same time more restless. 
The peasant, man or woman, who has been with the 
machine will never again be what he was before. 

And so whatever the statistical results of the Plan, its 
moral effect is of immeasurable consequence. 


IV. CotiectivisaTION AND VILLAGE LiFE 


ERHAPS the greatest political triumph of the Plan 

has been in agriculture, the very field in which it has 
suffered its most disastrous setback. ‘The original aim 
was to collectivise one-fifth of the peasantry; actually 
three-fifths of them have been collectivised, and the process 
is still going on. Yet, instead of putting an end to the most 
perplexing and delicate problem of the Revolution—the 
food supply—it has aggravated it to a point which, for the 
time being, almost amounts to a catastrophe. 

One must, of course, bear in mind the immense difficulty 
of giving effect to such a grandiose scheme as collectivisa- 
tion, under which individual farmers pool their holdings, 
implements, and animals, and work the fields jointly, 
dividing the produce according to the quantity and quality 
of the work done by each. There have hitherto not been 
enough machines to go round, or a sufficient number of 
competent organisers to run the new farms efficiently, 
or agricultural experts to supply indispensable guidance. 
I have seen collective farms building huge piggeries with 
cement floors but no tiles underneath, thereby causing 
high-priced sows brought all the way from England, 
Germany or Poland to develop pneumonia and die. I have 
seen them operating massive incubators and failing to 
obtain, a single decent show of hatchings, or if they got 
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one, leaving the chickens to die of bad feeding and housing. 
I have seen them sowing Indian corn with grain drills 
as they would oats or wheat, thereby making it impossible 
for the stalks to attain proper growth and develop cobs. 
Endless blunders have been made. 

But these blunders are not inherent in collectivisation. 
In time they will be overcome, and they certainly have not 
contributed seriously to the existing débdcle. In my 
judgment, collectivisation, for Russia, is a good agri- 
cultural system. It eliminates a great deal of the waste 
inseparable from individual holdings there—waste of seed, 
labour, and animal energy. It brings a power to mechanise, 
energise and improve Russian farming which the individual 
landholding system never possessed. Under proper manage- 
ment it would sweep away worn-out methods and worn- 
out conceptions. It is capable of raising the fertility of 
the soil to an extent unattainable under ordinary Russian 
conditions. The Soviets have used every kind of pressure 
to bring the peasant into their scheme, but I believe that, 
in spite of that, collectivisation is economically sound, as 
much so as building new schools, new factories, new homes. 

The fault is not in the system, but in the reckless way 
in which the Bolsheviks have managed it. They have not, 
of course, deliberately mishandled the movement, but if 
they had, they could not have done it more harm. In 
urgent need of food for the towns, and of commodities 
for export in exchange for indispensable foreign currency, 
they have made unreasonable demands on the peasantry. 
Their most flagrant blunder was in the Ukraine in 1931. 
The Ukraine that year happened to have had an unusually 
fine crop, but the collections, that is, the share of the grain 
the peasants were obliged to sell the Government, were so 
drastic that at the beginning of the present year both 
collective farms and individual peasants were often without 
bread for themselves or feed for their beasts. The mortality 
of stock was enormous. I have never seen the figures in 
print, but they must have been a substantial percentage of 
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the total peasant stock. Pigs and horses suffered especially. 
On one collective farm I found 50 pigs dead, on another 
100, and on another 19 horses and 10 cows. Hardly a col- 
lective farm I visited—I was in the hardest hit area—had 
not had serious losses. Levies of vegetables, meat and milk 
products were also heavy, and in some villages the peasants 
had finished not only all the grain they were allowed 
to keep, but potatoes and beetroot as well. They were 
eating weed seeds and the waste products of the flour- 
mills. Sometimes they would even start off on long 
journeys to other parts of the country in search of bread, 

The severe meat collection in 1931 further aggravated the 
crisis. ‘There were peasants who had to give up their last 
cow to meet this call. They protested, but it was of no use. 
Left without a cow they had neither milk nor the chance of 
raising a calf. What is worse, many of them were, and still 
are, afraid of getting a new cow. Suppose, they reasoned, 
there is another meat collection, and the cow is taken away 
at the Government price ? And when they do get a cow they 
are always worrying. Suppose, they say, we are not allowed 
enough grain to keep it in condition ? 

Then again the local officials, infected by one of those 
periodical epidemics of political fervour which now and 
then sweep the Russian countryside, proceeded to socialise 
the livestock of the members of the collective farms, who 
had been assured in 1930 that the stock they keep for them- 
selves would not be socialised. The officials, however, 
did not trouble their heads about that, and in retaliation 
the peasants slaughtered their animals, just as they had done 
in 1930, when equally over-zealous officials put pressure 
on them to join the collectives. True, the higher authorities 
soon put a stop to compulsory socialisation, and the peasant 
whose stock had been socialised got it back, but in the mean- 
time a number of precious animals had been needlessly 
destroyed! Shortage of fodder, drastic meat collections and 
compulsory socialisation have brought Russian livestock 
to the lowest point reached since the Plan was introduced. 
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Nor were matters helped by the fact that the Soviets, 
in making these collections from the peasants, paid them a 
fixed price, from one-tenth to one-twentieth below the 
open market prices, and at the same time failed to supply 
sufficient textiles, tobacco, hardware, candy, sugar and 
other manufactured goods to meet their needs. 

Naturally the peasants grew discouraged. Again and 
again there have been cases of sabotage, of peasants inten- 
tionally ploughing badly, disking badly, sowing thinly, 
just to prevent a good crop. The point has been reached 
where they actually do not want one, partly out of revenge 
and partly from sheer indifference. ‘This, of course, is 
not universal, but it is quite a widespread attitude. “ The 
land,” said one Ukranian peasant, “ remains here in the 
village, but our labour they take away, so why toil ? ” 

In recent months the Communists have made conces- 
sions. They have opened kolhoz bazaars to enable peasants 
both on collective farms and individual holdings to sell 
their surplus produce at market prices. They have lowered 
the taxes, except for individualists, and they have reduced 
grain collections by about one-fifth, though, as against this, 
the crop this year is not as good as it was last. They have also 
begun a widespread campaign to induce factories which had 
not been doing so to devote part of their equipment to 
making goods for consumption, so that the villages may 
be supplied in increasing quantities with what they need. 
What is of equal importance, they are devising new schemes 
to ensure higher remuneration for the better worker, and 
so to stimulate the peasant to greater efforts. 

These concessions have eased the tension, but they are 
not sufficient to revive the peasant’s will to work. Only 
actual experience will convince him that it is safe to keep a 
cow, pig and chickens, and that he will be allowed to retain 
the bread, vegetables and milk that he requires for his own 
use, as well as grain and fodder for his livestock. Whether 
he is an individual farmer or a member of a collective, 


he wants a guarantee that enough of his own produce will 
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be left him to enable him to live in some degree of comfort. 
There is no other way of reviving his morale, or of winning 
his support for collectivisation. Verbal promises are 
useless. 

But if the Soviets have blundered badly on the economic 
side of village life, they have pushed ahead with the cultural 
side—I doubt if there is a single village in Russia without a 
school and library, however small. There have never been 
so many nurseries as to-day, and never, in the whole history 
of Russia, has there been such an exodus of young people 
to the technical schools and universities. The village has 
developed a prodigious appetite for learning, and it now 
has every chance of satisfying it. Indeed, the cultural 
advance under the Plan is the most cheering feature of 


Soviet life. 
& - Eo Ed oh 


And so the Five Years Plan ends with the cultural stan- 
dard of the Russian masses higher than it has ever been 
before, but with the standard of living lower than it has 
been for a decade, and, in so far as food is concerned, 


appreciably lower than it was at the beginning of the Plan. 
Cruel indeed is the price that Russia has had to pay for the 
first Five Years Plan. It has been a time of incalculable 
privation and sacrifice. But she has laid the foundations 
for future development, and what is infinitely more impor- 
tant from her point of view, she has strengthened pro- 
digiously her fighting capacity. She still dreads attack 
from outside, but not with the same hysterical intensity 
as she used to do before the Plan. Her main task at present 
is to raise the standard of living of the masses. The second 
Five Years Plan, which will commence at the beginning of 
next year, will, it is promised, treble the amount of con 
sumption goods. Certainly the Russian masses will look 
forward eagerly to the realisation of this promise. 


Moscow. 
November, 1932. 





IRELAND: THE TARIFF WAR 


I. Tue Economic StruGcLe 


HE most striking and unanswerable commentary on 

the economic war between Great Britain and the 
Irish Free State is supplied by the trade returns of the 
Irish Free State for the month of August, which was the 
first complete month since the war began. These returns 
show that, as compared with August 1931, imports have 
decreased by £774,022 and exports by £1,890,351. The 
adverse balance on the month’s trading was {1,433,204 
compared with £316,875 for August 1931, and for the year 
ended August 1932 it was {16,005,141 as compared with an 
adverse balance of {11,960,076 at the end of August 1931. 
The cattle trade alone has suffered a loss of {901,616 
during the month. But what is even more serious is the 
fact that the prohibitive tariffs on British goods entering 
the Free State have created a strong bias in England against 
Irish agricultural products which it will be difficult to 
remove. ‘Two-thirds of the market for bacon and hams 
has been lost, and over five-sixths of that for fresh pork. 
The poultry trade is reduced by four-fifths and the egg 
trade by a third. Exports of butter fell 52 per cent. in 
value. If this situation continues for a few more months 
the Free State farmers will have lost in trade more than 
the total of all the disputed payments. The returns also 
show that only 4:8 per cent. of all exports in August were 
purchased by countries outside Great Britain. Our exports 
to these foreign countries were in fact down by £17,468 
as compared with August 1931, but our imports from them 
show an increase of £139,067. Even Mr. de Valera himself 
now admits that no alternative market for our agricultural 
produce is to be found outside Great Britain. Figures, 
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which recently appeared in the Government’s own Trade 
Fournal, show that the total imports of cattle into other 
European countries for the year 1931 are less by at least 
80,000 than the total exports of Free State cattle for the 
first five months of this year. Moreover, these countries 
have all nearer markets than the Free State to rely upon. 
The large European countries are also more than adequately 
supplied with bacon, ham, butter and eggs by the highly 
organised agricultural countries surrounding them, and the 
opportunities for Free State exporters of these commodities 
are virtually nil, having regard to the rate of exchange and 
the tariff walls to be surmounted. The “ unkindest cut 
of all” is the German surtax of 135 reichmarks per 100 
kilograms on all Irish butter imported in excess of 5,000 
metric tons, and even a preferential surtax of 50 reichmarks 
per 100 kilograms on butter within this quota. 

On the day that these depressing trade returns were 
published the Government imposed 10 new duties on 
cereals which are in effect prohibitive. ‘They include maize, 
oats, barley in grain, malted barley, oatmeal, hay and straw, 
veterinary medicines, and practically all animal foods. 
These new duties, and a scheme for the compulsory ad- 
mixture of grain with maize, are intended to effect a big 
change in the system of animal feeding, and to stimulate 
the market for home grain crops. The proposal to mix 
home-grown grain with maize was unanimously rejected by 
an expert commission set up by the late Government, and 
it is viewed with extreme disfavour by all practical farmers, 
who believe that it will not produce a suitable food for 
pigs, and that it will also be a more costly mixture. The 
millers are equally hostile. As the pig-rearing industry 
flourishes principally in Munster, and the grain is grown 
in the midlands, they will have some difficulty in arranging 
for supplies to southern mills. The Government have also 
imposed practically prohibitive customs duties on tinned 
meat, eggs, and vegetables. 

The immediate effect of the English duties on agricultural 
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produce and cattle was practically to stop the cattle trade 
between the two countries, and the price of Irish cattle 
slumped disastrously. At the same time the Irish tariffs 
on iron, coal, steel and other English exports have reacted 
seriously on the industrial life of the country. The Ford 
factory at Cork has been greatly affected. The garage 
industry has also been heavily hit by the difficulty and cost 
of obtaining materials, and the virtual cessation of the pur- 
chase of cars owing to the prohibitive body tax, now re- 
imposed, and large numbers of men have been thrown out 
of employment. The new tariffs in fact have created such 
an impossible position that the Government were com- 
pelled to make an order, obviously open to serious abuse, 
enabling them to issue licences to Irish manufacturers to 
import dutiable articles for use in their factories free of duty. 
Mr. Lemass, the Minister for Industry and Commerce, 
claims, however, that as a result of the new tariffs several 
new factories have been started for the manufacture of boots 
and clothes, and that the packet tax has resulted in the 
establishment of 30 new packing factories. Messrs. Fry 
and Cadbury are starting a joint chocolate and cocoa factory 
in Dublin. The railways and gas companies have been 
seriously inconvenienced by having to use second-rate 
German coal, for which they have to pay an increased price, 
and which is not suitable for their purpose. The Industrial 
Fair at Cork in the summer was a complete financial failure, 
and, except for the large, and artificial, influx of pilgrims 
to Dublin during the Eucharistic Congress, the tourist 
traffic has been bad. 

The only redeeming feature of the situation from the 
farmers’ point of view has been the excellent harvest. 
The Government’s policy, to meet the situation they have 
created, is to make the Free State self-supporting. They 
propose by means of a guaranteed price to encourage the 
farmers to grow wheat for home consumption. Ireland 
once grew 641,000 acres of wheat; it now only grows 
26,000 acres. Why should it not grow wheat again, they 
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ask, as other European countries are doing under greater 
climatic disadvantages ? They argue that such a scheme 
need not mean an increase in the price of bread or a 
deterioration in its quality, and that it would help, by 
providing additional employment, to solve the problem of 
rural unemployment and rural emigration. Although com- 
pulsory tillage is not proposed, Mr. Aiken, the Minister for 
Defence, has threatened in no obscure language that farmers 
who do not fall in with the Government’s plans may have 
their lands confiscated. The weak spot in the project 
would seem to be the Irish farmer, who is naturally inclined 
to seek the more profitable, more secure, and more easily 
gained returns from cattle and dairy produce, and who 
sees his most serious rivals, the Danes, appropriating his 
best market and seeking to improve their trade relations 
with England by every possible means. Moreover, it will 
naturally take several years even partially to carry out these 
grandiose schemes for altering our agricultural economy, 
and meantime what is to happen to our farmers, whose sole 
means of existence during the interval is denied them ? 
By the end of September the situation had in fact become 
so impossible, owing to the increasing difficulty of providing 
food and shelter for store cattle in the winter, that the 
Government were forced in October to pay a bounty of 
12} per cent. on all cattle and pigs exported to England, 
and Io per cent. on all cattle and pigs exported to Northern 
Ireland; but naturally this measure, although it has 
stimulated export to some extent, is really only an example 
of the process known as robbing Peter to pay Paul. 

In the final result the Irish farmer who voted for Mr. de 
Valera’s party is now hoist with his own petard, because he 
has first to pay the land annuity to the Government, then 
to pay the English tariff, and finally, as a taxpayer, to pay 
his share of the bounty he receives as a farmer. He is in 
fact painfully beginning to realise that there is some truth 
in the old adage that honesty is the best policy. The 
virtual exclusion of foreign bacon is, however, operating 
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in his favour, as this has temporarily stimulated the Free 
State bacon factories. There is also a bounty of Ios. a 
cwt. on exported bacon. As regards milk and butter, the 
Central Dairy Board has taken over all the butter which 
the creameries produce and so enabled the farmer to obtain 
a fair price for his milk. Much of this butter was placed 
in cold storage, but this process could not be financed 
indefinitely, and the butter is now being exported to 
England. Here again the loss must presumably be made 
good by the Irish taxpayer, and in great part by the farmers 
themselves, as this exported butter earns a bounty. of 
4d. alb.; but, as Dr. Ryan, the Minister for Agriculture, 
has recently reminded us, no war was ever won without 
sacrifices. 


II. Potitricat Reactions at Home 


HE political reactions to Mr. de Valera’s policy and 

the economic facts have been considerable. The big 
farmers, under the relentless pressure of events, have at last 
become vocal and begun to organise. At a large and repre- 
sentative meeting in Dublin on September 15, resolutions 
were adopted condemning the “ jingo policy” of the 
Government, and demanding that steps should be taken to 
recover for the farmers their position in the British market. 
Steps were also taken at the same time to form a Free State 
farmers organisation, and Mr. Frank McDermot, T.D., was 
unanimously elected president. This coming politician, 
whose lively intervention in the opening Dail debate on 
the Bill for the abolition of the oath will be remembered,* 
may well prove to be the leader of a new moderate party 
which will turn its back on the barren personal animosities 
of Fianna Fail and Cumann na nGaedheal, and embark on 
a programme of national reconstruction based on love of 
Ireland rather than hatred of England. His speeches 

* See Tue Rounp Tasze, No. 87, June 1932, p. 513. 
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indicate a clear constructive mind, and the low personal 
abuse to which he has been subjected by Mr. Sean McEntee, 
the Minister for Finance, proves that what one may call 
“the old gang” are already jealous of his success and 
alarmed by his honest criticism. At the meeting referred 
to, he pointed out that the plain man found it difficult to 
understand why we should claim the benefit of the Home 
Rule Act of 1920 as regards the land annuities but not be 
prepared to accept liability for our share of the national debt 
it also imposed. It was a long time before it occurred to 
Mr. de Valera to make this claim, and longer still before 
he made it part of his policy. As regards the national 
issue they could, he declared, never get rid of partition 
until quarrelling with England had definitely and finally 
stopped, and whatever was to be said in favour of leaving 
the British Commonwealth, there was nothing to be said 
in favour of staying in it whilst suffering the disadvantages 
of being outside. It was like prohibition in America which 
keeps the country only nominally “ dry” while actually 
“ wet,” impoverishes the Exchequer, and glorifies illegality. 
We were not, like other nations, forced to concentrate on 
the home market because our exports were shut out of any 
other. From our geographical position and our importance 
as customers we ought to get the cream of the English 
market. Mr. Norton, the leader of the Labour party, had 
made it plain that he regarded the present situation as a 
heaven-sent opportunity for fastening extreme State 
socialism on this country and making us all slaves of a 
bureaucracy on the Prussian model. This was what we 
were heading for, if we were taken in by the current cant 
about the duty of good Irishmen to stand firmly behind 
the Government in their conflict with a foreign nation. 

At a subsequent convention in Dublin on October 6 
the National Farmers and Ratepayers League was duly 
launched. Its objects, as defined in its constitution, are to 
promote the interests of agriculture and to give the farmers 
the power to mould government policy; to restore and 
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develop overseas markets while building up the home 
market ; to reduce public expenditure; to maintain the 
rights of individual liberty and ownership ; to get rid of 
the bitter memories of the civil war, and to promote good 
feeling between all classes ; to encourage a friendly attitude 
towards other countries, and obtain a fair and honourable 
settlement of the disputes at present affecting the country’s 
export trade; and to abolish partition by abolishing the 
animosities which are the cause of it. Its membership is 
open to all Irish citizens who accept the principle that the 
Irish Free State is a sovereign and independent nation and 
who are in favour of the League’s objects. It will be seen 
from these declarations that Mr. McDermot is the only 
Free State politician who has approached the question of 
partition in a rational manner and formulated a new con- 
structive economic policy based on the real needs of the 
agricultural community. 

Throughout the entire country large numbers of farmers 
have refused or neglected to pay their land annuities. 

But this revolt of the farmers is not the only striking 
reaction to Mr. de Valera’s policy. Since his Government 
came into office the Irish Republican Army has been 
definitely tolerated and encouraged. Mr. de Valera has 
even stated that, as long as they do not publicly parade 
their weapons, they will be left alone. One portion of 
this organisation is believed to support Mr. de Valera, 
but another and more extreme wing (which controls the 
official newspaper) definitely propound communistic doc- 
trines. ‘They demand that there shall be no bargaining 
with England, the immediate proclamation of an Irish 
republic, the disbandment of the whole C.I.D. force, the 
taking over of the banks by the Government, the forcible 
division of the large farms amongst landless men and the 
dismissal of the present heads of the civil service, whom 
they accuse of being pro-English. Emboldened by im- 
munity from prosecution, their followers throughout the 
country embarked during the summer on a definite cam- 
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paign of petty outrages, such as attacking lonely houses, 
cattle driving, and a calculated interference with the right 
of free speech designed to intimidate anyone who wished 
to criticise the policy of the present Government, and 
eventually to prevent a free election. This campaign 
culminated at the end of August in the occupation of a 
private residence known as Donamon Castle, County 
Roscommon, as a training centre by a party of the I.R.A., 
who, however, left again after a few days, apparently 
under pressure from the Government or their own organisa- 
tion. 

There can be little doubt but that this policy would 
have achieved its object if allowed to go unchecked. How- 
ever, this was not permitted, and early in August the 
Army Comrades Association (a benevolent society, com- 
posed of ex-members of the National Army) extended the 
scope of its operations to resist the spread of communistic 
principles and to protect the right of the people to free 
speech, a free franchise, and a free press. At the same time 
it opened its membership to any persons who agreed with 
its aims, and pledged its members to respect the law and 
assist the services of the State. This new development 
has been a complete success, and already some 30,000 
members have been enrolled, or more than three times the 
estimated number of the I.R.A. On several occasions the 
members of the Association have intervened most effec- 
tively to prevent interference with free speech at meetings 
of Mr. Cosgrave’s party, and there can be no question 
that some such disciplined organisation was essential 
unless we were prepared to face chaos and outrage during 
the coming winter. Its leader is Dr. T. F. O’Higgins, 
T.D., a brother of the late Kevin O’Higgins, who is a 
member of the Cosgrave party in the Dail, and was formerly 
head of the Free State Army Medical Service. He possesses 
a great deal of his brother’s courage and ability, and is not 
likely to be deflected from his course by threats or intimida- 
tion, although he has already experienced both. The new 
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organisation is disciplined, but so far officially unarmed, and 
it contains many brave and determined men whom Mr. de 
Valera or the I.R.A. will not readily provoke to action. 
The Government, having countenanced the I.R.A., cannot 
logically take any steps against the Association, but their 
annoyance at this new development is best shown by the 
impotent abuse they have showered on its organisers. ‘The 
I.R.A. is even more annoyed, and its newspaper, An 
Poblacht, recently published a placard which read: “ Put 
O’Higgins in hospital,” the double meaning of which 
was only too obvious. Some of their own followers have, 
however, been lately placed in that position at Kilrush, 
when two prominent members of the I.R.A., Messrs. . 
George Gilmore* and T. J. Ryan were wounded in a 
fracas with certain members of the detective force. As a 
result of statements made by the wounded men, they 
were released from custody, the charges against them were 
withdrawn, and a sworn inquiry was held by a special 
commission into the conduct of the C.I.D. men, two of 
whom, owing to the findings of this Commission, were 
subsequently dismissed from the force. 

We seem indeed to be rapidly moving towards that state 
of dual power which Trotsky, in his history of the Russian 
Revolution, rightly describes as a distinct condition of 
social crisis and a precursor of civil war. It is not to be 
wondered at that the Poblacht openly boasts that “ Cos- 
grave’s rule is as dead as the Tsar’s, and Kerensky in 
power.” ‘The Labour party apparently agrees with these 
sentiments, because it continues to put unremitting 
pressure on the Government. In a recent declaration of 
policy, issued on September 13, it states that it is now to 
be tested whether political independence is to be nullified by 
fiscal dictation from Britain, or whether political freedom 
will be fortified by a greater measure of economic self- 
reliance. It then proceeds to ask some embarrassing 
questions. What do the Government propose to do to 


*See Tue Rounp Taste, No. 86, March 1932, p. 375. 
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supply the people during the autumn and winter with 
what they need, and to provide safeguards against the 
occurrence of a similar crisis in the future? To consider 
the problem as one involving simple and temporary re- 
adjustments of normal trade, commerce, and economic 
relations would, it suggests, be utterly futile. The 
alternative is to pursue a determined policy of rapid recon- 
struction of the whole economic system, based on the 
principles of economic socialism. It is admitted that this 
will involve a good deal of dislocation of the ordinary 
processes of trade, but individual interests must suffer 
when a nation determines to defend itself. Amongst 
the suggestions for immediate action are: Guaranteed 
prices for cattle and crops, loans to farmers for the payment 
of wages, restriction of imports to essentials, reductions in 
the hours of labour in industry, no reduction in civil 
servants’ pay, the division of land among uneconomic 
holders, eventual nationalisation of the railways, and control 
of essential commodity prices. 

These demands are probably inspired by Senator Thomas 
Johnson, a doctrinaire English socialist, who is the brain 
of the Labour party, and who envisages the adoption of 
some such policy when Mr. de Valera finally comes to grief. 
The Labour party, although it talks big, has, however, no 
real intention of taking serious action against the Govern- 
ment, for it has now burnt its boats and must sink or 
swim with Mr. de Valera. Its leaders are well aware that 
a party which has progressively dwindled at every election 
since the Free State was established, and now has only 
seven members in the Dail, cannot reasonably expect to 
survive another election in a country where Labour voters 
are more interested in national than social questions. ‘They 
will therefore do nothing to hasten the day of judgment. 
That Mr. de Valera’s Government also realise this is shown 
by their refusal to nationalise the railways and the appoint- 
ment of a commission to revise and reduce the salaries of 
the civil service. Mr. Norton, the Labour leader (who is 
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an ex-postal official) will naturally hear more of this from 
his supporters. He has recently been more critical of the 
Government, who, he declares, are making the big mistake 
of trying to regenerate and develop industry by means of 
capitalism plus tariffs, but that the only thing tariffs would 
lead to was poverty and misery. 

Whilst these developments have been taking place the 
Cumann na nGaedheal party has not been silent. Speaking 
in Dublin on August 23, Mr. Cosgrave declared that no 
hope lay along the line of legal argument for the retention 
of the land annuities. The successive Governments with 
which he had been associated were fully satisfied, after 
obtaining the most competent legal opinion available, that 
the annuities were in accordance with Free State law, 
applicable only to the discharge of interest and sinking fund 
on the land stock which represented the advances made to 
tenant purchasers. The so-called “secret agreement ” 
of 1923 saved the Irish taxpayer the very considerable 
expense of a new department of State, and imposed on the 
British Government an annual liability of nearly {1,000,000 
in respect of bonus and excess charges, which has been 
borne ever since by the British taxpayer. The Dail, fully 
aware of the provisions of that agreement, voted the 
necessary money to implement it, and passed Section 12 
of the Land Act of 1923 to enable the agreement to be 
legally carried out. Throughout, his Government had acted 
in strict accordance with their legal obligations, and in 
their view the soundness of the opinions given to them 
remained entirely unimpaired. Even if the de Valera 
Government were to repudiate the agreement, they would 
still be bound by the existing Free State law to apply the 
annuities in discharge of the interest and sinking fund 
payments, and could not lawfully retain them as revenues 
of the State. Mr. de Valera’s attitude was good politics 
but bad law, and worse morals. If, however, Great Britain 
could get a remission of her war debt, the liability she 
undertook under the agreement of December, 1925, might 
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be reduced, and a case arise for the remission of the land 
annuity payments. 

Again in Dublin, on September 15, Mr. Cosgrave pointed 
out the chances that had been lost by the Government. 
The country as a whole, he said, wanted the economic war 
to cease, and delay in the matter was calculated to lead to a 
hardening of the attitude of both sides. The material loss 
and spiritual degradation in which the nation had been 
involved by the incompetent manner in which every item 
of the land annuities dispute had been handled by the 
Government was now apparent. If everything worked out 
as the signs then foretold they would find themselves in the 
New Year with the British markets regulated by one group 
of preferences very decisively in favour of the Dominions, 
and by a second smaller preferential tariff decidedly in 
favour of Denmark and the Argentine. The Free State 
would not be found in either of these categories. In that 
trade race they would be among the “also rans.” The 
Ottawa Conference, he said, presented the chance of a 
nation’s lifetime. For the first time a Government of 
the British people had been found willing to impose duties 
on foreign foodstuffs. ‘To this Conference the Government 
decided to send an Irish delegation. They went unpre- 
pared, and returned empty handed. Not merely had they 
failed to influence the course of the Conference in favour 
of the Free State, but, worse still, they did not prevent it 
running definitely against their country, to its immediate 
harm, and prospectively to its permanent injury. Taxation 
was, he pointed out, never higher, the Government were 
separatists who won’t separate and economists who won’t 
economise. When the farmers had been beggared Fianna 
Fail and the Labour party would disclaim all responsibility. 
Farmers who had capital found it sterilised and their title 
to the lands they had paid for, and their forefathers fought 
for, was now in jeopardy. His policy, added Mr. Cosgrave, 
was that the land annuities were, according to law and 
justice, properly due to those who lent the money to the 
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farmers to purchase their land. They wanted goodwill 
and preference in the British markets to secure a ready 
sale for their goods. Could it be secured ? Would negotia- 
tions to that end receive favourable consideration ? They 
had it on the authority of British Cabinet Ministers that 
they were desirous of a settlement. The time was surely 
ripe for the great voice of the people to ring out “ Let us 
get down to business.” 

This powerful and outspoken speech so enraged the 
Fianna Fail party that Mr. de Valera’s paper, The Irish 
Press, in a leading article, accused Mr. Cosgrave of making 
treasonable statements, and asserted that under the terms 
of the Public Safety Act, which his own Government 
passed into law last October, he might find himself prose- 
cuted before a military tribunal. Nobody, however, took 
this outburst seriously, as Mr. de Valera is not likely to be 
guilty of the supreme folly of making Mr. Cosgrave a 
political prisoner, or, worse still, failing to do so. Naturally, 
these threats had no effect on Mr. Cosgrave or his sup- 
porters, who have since repeated their statements. Anda 
prosecution of this nature could not stop at Mr. Cosgrave, 
for even people who have nothing to do with politics have 
not hesitated to express the alarm to which the Govern- 
ment’s policy has given rise. No less a person than 
Cardinal MacRory, the Catholic Archbishop of Armagh, 
speaking at Slane on August 15 in the presence of Mr. de 
Valera himself, declared that it was a sin and a shame that 
the Anglo-Irish tariff war should be allowed to go on without 
further attempts at settlement ; and he hoped and prayed 
that some means might speedily be found to end a situation 
which was as discreditable as it was deplorable. It is 
worth pointing out to the people who, twenty years ago, 
made the political world ring with the catch-cry “ Home 
Rule means Rome Rule,” that the Cardinal prefaced his 
remarks with the statement that he must be careful of 
everything he said, and that his advice apparently fell on 
deaf ears. It is an interesting and not altogether satis- 
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factory change to find that the Church has ceased to 
exercise any substantial influence in Irish politics, because 
our people are not yet politically stable enough to dispense 
with the generally wise and conservative guidance of their 
priests. 


III. Potitica, DEevELopmentTs ABROAD 


R. COSGRAVE’S statement that the Free State 

delegates returned from Ottawa empty handed was 
not strictly accurate. An agreement with Canada secures 
for all Canadian manufactured goods imported into the 
Free State the benefit of the lowest rates of duty accorded 
to similar goods from any other country, and vice versa. 
At the opening meeting of the Conference Mr. Sean T. 
O’Kelly, Minister for Local Government, and the principal 
Irish delegate, said that the Free State realised the gravity 
of the present situation and entered the Conference in a 
spirit of co-operation and with a desire for a trade agree- 
ment, or a particular agreement, when the latter would be 
to the advantage of the parties. Special difficulties had 
arisen, he continued, affecting 85 per cent. of the external 
trade of the Irish Free State, which might involve 
substantial changes in the form and direction of their trade 
as well as in the internal economy of the Free State. Apart 
from these difficulties, the outlook of the Free State was 
unlike that of other countries. Their economic develop- 
ment had hardly begun. They were engaged in building 
up the elements of economic life, and it was, therefore, 
difficult to see the lines on which their contribution to the 
common endeavour must proceed. Their aim was to pro- 
vide such economic conditions as would enable the largest 
number of their people to live in peace and comfort. They 
were the one country in Europe whose population had 
steadily decreased for a century, and they sought first the 
interests of their own people. Any acceptance of general 
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principles must be governed by the degree to which they 
would serve that end. 

This very moderate and reasonable statement of their 
Government’s position was the Irish delegates’ principal 
contribution to the public debates, and, as was anticipated, 
in the absence of agreement with Great Britain, “ the 
subsequent proceedings interested them no more.” But 
if no agreement with Great Britain was arrived at, other 
Dominions have secured many concessions in the British 
markets at the Free State’s expense, concessions which may 
well deliver a final blow to the Free State farmer. Never- 
theless social intercourse during the Conference established 
friendly relations between the British and Irish delegates, 
and had Messrs. O’Kelly and Lemass been plenipotentiaries 
it is possible that something might have been achieved to 
bridge the difference between the two countries. Mr. 
de Valera, however, controlled the situation, and his 
counsel over the transatlantic telephone prevented the Irish 
delegates from straying from the straight and narrow way. 
One of them was credited with the intention of resigning if 
Mr. de Valera did not favourably consider the proposals 
for settlement which were undoubtedly informally dis- 
cussed at Ottawa, but his resolution seems to have evapor- 
ated on his return to the different atmosphere of Dublin. 

In the meantime Mr. de Valera’s pronouncements 
indicated no change of mentality. On August 5 the Dail 
passed a government estimate for {2,000,000 without 
receiving any information as to where it was to be obtained, 
or the exact purposes to which it would be applied. 
Speaking in this debate, Mr. de Valera purported to define 
his attitude towards the question of a republic, and, as the 
occasion was a good example of the cloudy language in 
which he excels, his words are worth quoting verbatim : 


It has (he said) been said that I am not a republican at all. If 
people want to know my own attitude, I say that I have always striven 
at all times to secure the right of the Irish people to determine 
freely for themselves what should be the constitution of their 
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government and their relations with outside States. To-day the 
Irish people could freely make that choice. I have never had a par- 
ticular fetish for any torm of government. I stood for the republic 
because in the face of armed resistance the Irish people chose a 
free government. Till the next election the constitutional position 
we find ourselves in is the one we are prepared to abide by. What the 
issue will be at the next election remains to be seen. One thing I 
am certain of is that if my own aim was to get finished with any 
connection with Britain I should welcome such action as the British 
have taken in this dispute. 


It will be observed that this declaration avoids the real 
issue and leaves Mr. de Valera free to repudiate the republic 
if he so desires. Speaking at Drogheda on August 22 he 
made a further illuminating statement, that they hoped 
to unite the people so that all sections should be free, 
without any barriers or tests in the way, to elect their 
representatives, and that the national leadership for the 
time being should be given to those having most power ; 
but that the national leadership should be in the hands 
of those who were elected by the majority of the people’s 
representatives ! 

In the meantime Sir Thomas Inskip, the Britis h Attorney- 
General, in an important speech on August 4, had clearly 
indicated the position of his Government. The real sig- 
nificance, he said, of the attempt to abolish the oath lay 
in the fact that it was an undoubted breach of the Treaty. 
The very existence and status of the Free State depended 
on the Treaty. To abolish the oath without the consent 
of the British Government was to repudiate the Treaty, 
and no one could be blind to the consequence of that step. 
After outlining the British position as regards arbitration 
in the matter of the land annuities, he proceeded to say 
that Mr. de Valera was not prepared to negotiate or 
even to maintain some sort of direct contact until the 
British duties were withdrawn. Such a demand was 
clearly unreasonable, unless the status quo, which he was 
the first to disturb, was restored in its entirety. Failing 
arbitration before an Empire tribunal, the Government 
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were willing to negotiate either as things then were or on 
the footing of a complete restoration of the position as it 
was before Mr. de Valera impounded the annuities. Talk 
without some prospect of finality was futile. It was not 
money that stood in the way of peace. There was some- 
thing bigger and deeper. Did Mr. de Valera want to be a 
partner in the Empire, or was he pursuing the will-o’- 
the-wisp of a republic? If there could be a clear and 
sincere declaration of the desired intention of the Free 
State to stand within the Empire on the basis of their 
constitutional position and in a spirit of loyal partnership 
no annuities or debts could cloud the prospect. This 
straightforward declaration, however, evoked no sensible 
response whatever from the Free State Government. 
Mr. de Valera and his colleagues, in a series of die-hard 
speeches, reiterated their refusal to arbitrate, except 
before an international tribunal, or to negotiate, unless 
there was a tariff truce. 

The pressure of economic facts and their political 
reactions were now, however, beginning to tell, and, in 
the middle of September, Mr. de Valera sent a brief com- 
munication to the Dominions Office, suggesting that, 
pending negotiations, the annuities might be put into the 
custody of the Bank for International Settlements. The 
British Government replied that Mr. de Valera’s proposal 
did not affect the main issue, and that the bona fides of 
the Free State Government’s suspense account had never 
been in question. Mr. de Valera, it was pointed out, 
had made no suggestion as to what was to happen to the 
annuities eventually. The British Government were, 
however, always willing to consider any further proposals, 
provided that they held out some prospect of a speedy 
settlement. 

On October 3 the friction between the Free State 
Government and Mr. James McNeill, the Governor- 
General,* reached a somewhat startling dénouement. 

* See Tue Rounp Taste, No. 88, September 1932, p. 768 et seq. 
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It was officially announced that, in accordance with advice 
tendered to His Majesty by Mr. de Valera, the King 
had approved of Mr. McNeill relinquishing the office of 
Governor-General of the Irish Free State. The con- 
siderable period which had elapsed since Mr. McNeill 
published his correspondence with Mr. de Valera* was 
no doubt explained by the fact that Mr. de Valera must 
have thought twice before he moved in this matter, for 
it compelled him to approach the King, and confronted 
him with the difficulty of appointing Mr. McNéeill’s 
successor. Moreover, it is obvious that His Majesty 
must also have hesitated before dismissing a representative 
whose real offence was that he justly resented the humilia- 
tion to which he had been subjected. But, under the 
procedure laid down by the Imperial Conference of 1930, 
Mz. de Valera was entitled to approach His Majesty direct, 
and the latter was bound to act on the advice tendered. 
It was, of course, obvious since Mr. de Valera’s Govern- 
ment came into power that the earliest possible oppor- 
tunity would be taken to get rid of the Governor-General, 
whose position they regard as an expensive anachronism. 
The absurd lengths to which they were prepared to go 
were well illustrated during the Dublin Horse Show, when 
the spectacle was witnessed of an English colliery band 
playing the Free State National Anthem in honour of the 
Governor-General, because the Government would not 
allow the Free State army band to do so—a situation to 
which it would require a Gilbert to do justice. In any 
case Mr. McNeill’s term of office would have expired in 
February. His summary dismissal indicates once more 
the real issue that lurks behind the policy of Mr. de 
Valera’s Government, namely, the gradual severance of all 
constitutional links with the British Commonwealth. 
As the British Government are apparently aware, this, 
and not the land annuities, is the real question to be 
decided. Mr. McNeill’s removal has also proved how free 
* See Tue Rounp Taste, No. 88, September 1932, p. 769. 
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the Free State Government is to fashion its policy without _ 
outside interference. Mr. McNeill will take with him into 
his well-earned retirement the good wishes of every 
honest Irishman, for he has discharged his duty with 
ability, tact, correctness and dignity. The manner of his 
going, as a fearless gentleman, has been his greatest dis- 
tinction. Whether Mr. de Valera will avoid the nomina- 
tion of a successor to the office by allowing the Chief 
Justice to fulfil its functions on commission, as he is 
legally entitled to do for a reasonable time, or nominate 
one of his more moderate followers remains to be seen. Ii 
is not at all likely, as has been suggested, that he will 
nominate himself, as this would finally damn him in the 
eyes of the extreme Republicans, and place him in a 
position resembling that of Pooh Bah, for, as President of 
the Executive Council, he would have to advise himself 
as Governor-General. 

On the same day as the announcement of the Governor- 
General’s removal it became known that Mr. de Valera 
had asked Mr. Thomas to see him when he passed through 
London on his way back from Geneva, and at this meeting, 
which took place on October 5, it was agreed to adopt the 
suggestion previously made that the question of the land 
annuities and other disputed payments should be made 
the subject of negotiation between the two Governments, 
but that meanwhile there was to be no alteration in the 
status quo either as regards the land annuities or the duties 
on imports into each country. Until this conference Mr. 
de Valera had absolutely refused to open negotiations 
unless the English retaliatory duties were first removed. 
This change of attitude, and the fact that he had taken 
the initiative in suggesting negotiations, seemed to indicate 
that some influence had been brought to bear upon him in 
Geneva, or perhaps, though it was less likely, that he had 
at last begun to realise that, whilst he was arguing over the 
shadow of political independence for the Free State, the 


substance of its economic prosperity was disappearing. 
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It was obvious at all events that the informal conver- 
sations at Ottawa had not been fruitless. Mr. Cosgrave, 
on his part, pointed out that settlement by negotiation 
was the policy that his party had consistently advocated 
from the beginning of the dispute. They hoped that 
the negotiations would be successful and that Free 
State produce would obtain whatever trade prefer- 
ences were extended to the other members of the Com- 
monwealth. 

Mr. Thomas, for his part, speaking at Newport on 
October 6, proclaimed the goodwill of the British 
people towards Ireland and the British Government’s 
desire for peace, but he made it clear that it must be a 
lasting and honourable peace, and above all a peace which 
established the fundamental principle of the sanctity of 
agreements. Although they met to discuss the present 
financial differences, the British Government representatives 
would be bound always to keep in mind that behind these 
financial questions, important as they were, indeed bound 
up with them, were still wider issues. These were the 
obligations under the Treaty settlement of 1921 and the 
future relations of the Irish Free State with the British 
Commonwealth of Nations. 

On the same day Mr. de Valera told a journalist in 
Dublin that the question of the Free State remaining 
within the British Commonwealth was not at issue in 
these negotiations. It was obvious from these two state- 
ments, and Mr. de Valera’s previous utterances, that the 
chance of the negotiations succeeding was slender, and no 
surprise was felt when it was officially announced after 
two sittings that it had been found impossible for the 
conference to reach an agreement. 

The Free State delegates were Mr. de Valera, Mr. 
Sean McEntee, Mr. James Geoghegan, K.C., and Mr. 
Conor Maguire, K.C. It will be noticed that neither 
Mr. Lemass nor Mr. O’Kelly, the Free State delegates to 
Ottawa, were among them, and it may legitimately be 
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concluded that Mr. de Valera did not desire their presence, 
or that they avoided what they knew would be a futile 
discussion. The British Government was represented by 
Mr. Thomas, Mr. Chamberlain, Lord Hailsham, Sir John 
Simon, and Sir Thomas Inskip. 

On October 18 Mr. Thomas told the House of Commons 
that the case of the Irish Free State delegation was pre- 
sented from the historical, technical and legal points of 
view, and directed to three main issues. First, they denied 
the validity of the agreements under which the payments 
were claimed. Second, they asserted that no ultimate 
financial settlement between the two countries was ever 
made. ‘Third, on this basis they claimed that a new settle- 
ment should be made covering all financial issues. In this 
connection they put forward claims not only in respect of 
pre-Treaty matters, such as the alleged over-taxation of 
Ireland since the Act of Union in 1801, to the extent of 
some hundreds of millions of pounds, but also in respect 
of matters arising since the Treaty, including an unspecified 
loss said to have been sustained in consequence of England’s 
departure from the gold standard. As Mr. de Valera 
would neither admit the validity of the previous agree- 
ments nor submit the issues to the arbitration of an Empire 
tribunal the discussions came to an end. Speaking in the 
Dail on the following day Mr. de Valera said that the 
British Government were not prepared to admit the claim 
of the Free State to justice. It was possible that if they 
had gone to them in the réle of beggars, hats in hand, 
asking for consideration and charity, there might have been 
a disposition to make minor modifications and some 
mitigation, but simple justice they were not prepared to 
concede. The British Government took their stand on 
the secret documents of 1923 and 1926 and refused to 
budge. The Free State Government believed that these 
payments were neither legally nor morally due, and in that 
belief they proposed to defend their rights. He had never 
denied that the tariff war, which was evidently bound to 
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go on, was sure to impose considerable hardship on their 
people, but he believed that the re-ordering of their 
economic life, which the necessity for meeting this war 
would bring about, would in the long run relieve them 
from a position of dangerous dependence. 

It is obvious from these statements that Mr. de Valera 
can have had no serious intention of coming to any agree- 
ment when he requested that negotiations should be re- 
opened, and that he is still discussing the relations between 
the two countries as if the Treaty of 1921 had never been 
made and Mr. Cosgrave’s Government had never existed.* 
It is unfortunately only too clear that further negotiations 
are impossible, and that things must continue to drift 
until either economic disaster overtakes the Free State, 
or Mr. de Valera’s Government is removed from power by 
the electors or the I.R.A. The latrer alternative would 
undoubtedly have taken place before now but for the 
existence of the national army, which will stand no non- 
sense. The concrete results of his policy will not be 
obvious to the agricultural labourers and small farmers, 
who are his chief supporters, until next spring, when 
hiring agreements are made, and the farmers are faced 
with the necessity of reducing the number of their 
employees. 

At the moment three by-elections are pending, two of 
them in constituencies in which the Fianna Fail party and 
Labour combined had a majority at the last election, and 
they should throw light on what the people are really 
thinking, always provided that organised intimidation does 
not prevent them from recording their votes. It is even 
now certain that all but the more rabid and purblind of his 
supporters are beginning to realise at last the price that 
must be paid for Mr. de Valera’s leadership. He is a good 
specimen of that most dangerous phenomenon—the 
schoolmaster in politics. He can lecture but he cannot 
negotiate, and his enthusiasm for abstract propositions 


* See Tue Rounp Taste, No. 88, September 1932, p. 751. 
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prevents him from facing realities. Whoever else may be 
wrong he is always right. ‘To celebrate the failure of the 
London negotiations his Government have imposed 33 new 
duties on commodities ranging from camisoles to coffin 
plates, and from Christmas stockings to tombstones. Even 
in death we must continue to pay tariffs. No doubt as a 
mark of good will imperial preference is still being granted, 
even when the duty is 100 per cent.! As the Ottawa 
Agreements Bill, which is under discussion in the House of 
Commons, provides that free entry for Irish Free State 
goods will cease as from November 15, the flat rate of 
10 per cent. ad valorem will then apply to all Irish Free 
State goods not included in the free list of the Import 
Duties Act. On November 9, by British Treasury Order 
the special duties on imports of live animals from the Free 
State were increased from 20 to 40 per cent., and on other 
agricultural produce from 20 to 30 per cent. The reason 
given for this increase was that the existing duties were not 
sufficient to make good the loss which British revenue had 
suffered owing to the failure of the Free State Government 
to fulfil its obligations, but, as the effect of this increase will 
be virtually prohibitive of Free State agricultural imports, 
it may be surmised that these duties which mean the 
ruin of Irish agriculture are really imposed as a protective 
measure. How the heavy financial losses which must now 
be faced are to be met, no one knows, but obviously the land 
annuity fund and the long-suffering income tax payer will 
both be raided in due course. 

To placate the extreme element a Bill has been introduced 
to provide pensions for the members of the I.R.A. who 
fought against the Free State during the civil war of 
1922-23. In fact, to conspire against the State will soon 
be one of the most remunerative occupations open to a 
citizen of the Free State. 

On the same day as the duties were raised, Mr. J. H. 
Thomas repudiated an imputation by Mr. de Valera that 
England had tried this method because it suited her for 
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other reasons, and that she wanted to keep her market to 
herself. 


I not only (said Mr. Thomas) repudiate the implication, but I 
repeat again that we wish nothing but the well-being of the Irish 
Free State. We welcome and desire them as co-equal partners in the 
British Commonwealth. If to-morrow Mr. de Valera and his 
Government were to recognise frankly and fully that there is in 
existence an agreement legally and morally binding, not only do I say 
on behalf of the Government that these duties will be removed, but 
I can, and do, say that we will be prepared at once to enter into trade 
agreements whereby the Irish Free State would enjoy, and enjoy 
immediately, as we want her to enjoy, all the advantages of the Ottawa 
Conference and all that it means. 


It is difficult to reconcile the personality of Mr. de Valera 
as displayed in London with that which appeared at 
Geneva. As President of the Council of the League of 
Nations he opened the League Assembly on September 26, 
and, as a candid critic, delivered a better speech than any 
of his predecessors. Its importance, as Lord Cecil after- 
wards said, was not only that it stated the case with great force, 
but that it stated clearly and unmistakably in the League 
Assembly what all the delegates knew was being freely said 
outside it. Although Mr. de Valera was careful to let it be 
known that he would not make the orthodox speech pre- 
pared by the League Secretariat, his address is so unlike his 
usual turgid utterances that one would be justified in be- 
lieving that some competent, clear-thinking person in the 
Free State Ministry for External Affairs was responsible for 
its composition, or certainly for its revision. His speech 
was inspired by a true international spirit, and he worthily 
reaped the harvest which Mr. Cosgrave, in spite of his 
former objections and criticisms, had sown. It is a tragedy 
that his mental blindness prevents him from applying the 
principles which he enunciated at Geneva nearer home. 


The Irish Free State. 
November 1932. 





INDIA: THE REACTION TO THE 
COMMUNAL AWARD 


UR last article from India, which was dated July 23, 

related to a comparatively uneventful period.* The 
chief features were the continued decline in the strength 
of the civil disobedience movement, and the accomplishment 
of a good deal of useful but not very spectacular preparatory 
work in connection with the constitutional reforms. The 
period now dealt with—that is to say, the months of 
August, September and October—seems by contrast 
crowded with important and interesting developments. 
Civil disobedience, it is true, has been definitely in eclipse, 
and, except for the continuance of terrorist outrages in 
Bengal, nothing of much consequence has occurred in the 
administrative sphere proper. But the kaleidoscopic altera- 
tions in the general political situation have been intensely 
interesting to watch, and in retrospect have provided much 
food for profitable reflection on the main problem with 
which the minds of thoughtful observers out here are 
exercised—that is, whether or not it will prove possible, 
during the very critical years immediately before us, for the 
structure of Indian civilisation—an immense, complex, and 
nowadays highly unstable affair—to withstand without 
disintegration the far-reaching changes to which it will be 


subjected as a result of the introduction of the constitutional 
reforms. 


I. Tue Reception or THE Awarpt 


UTSTANDING among the events of the last three 
months has been the publication of His Majesty’s 
Government’s decision on the communal problem, and the 


*See “India: A Less Tense Quarter,” Ture Rounp Taste, No. 88, 
September 1932, pp. 819-838. 


+A summary of the award appeared in Tur Rounp Tastz, No. 88, 
September 1932. 
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series of first-class political issues which this has raised. 
There is no need at this stage to recapitulate in detail the 
reasons which finally led the British Cabinet to arbitrate 
on what they had hitherto treated as essentially an Indian 
domestic issue. It will be sufficient to remind the reader 
that from the time when the communal problem first came 
prominently to notice as the chief obstacle to Indian con- 
stitutional advancement, during the 1930-31 session of 
the Round Table Conference, the British Government made 
it quite clear that in their view it was a matter which should 
be disposed of by the leaders of Indian political opinion 
themselves, since no new Indian constitution based on 
outside arbitration with regard to the representation and 
protection of the various communities would prove natural 
or satisfactory. Despite this, however, the problem proved 
completely insoluble in this country, irrespective of whether 
a settlement was attempted only by negotiations between 
representatives of the soberer schools of India thought 
which had been represented at the first session of the Round 
Table Conference, or by co-operation with the Indian 
National Congress. Between January, 1931, and January, 
1932, Mr. Gandhi and the other leaders of the Congress were 
at liberty, and such attempts as they made to devise a settle- 
ment, either in this country or in London during the second 
session of the Round Table Conference, were entirely fruit- 
less, and indeed appeared to render the problem even more 
difficult than before. After the end of the second Conference 
in London, the task of disposing of the communal question 
—without which it was by this time obvious that no further 
progress with the task of framing a new Indian constitution 
would be possible—was entrusted to the Consultative 
Committee of the Conference in India; but after a few 
desultory and inconclusive discussions on the subject this 
body gave up the attempt altogether, and decided to appeal 
direct to the British Government to provide a solution. 
As nothing further in the way of constitutional work could 
be done without some settlement, the latter reluctantly 
came to the conclusion that, in the circumstances, they 
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ought to undertake the responsibility of mediation, and 
indicated that they hoped to announce their decision some 
time during the course of the summer. 

By the end of July, when our last article was written, 
speculations regarding the nature of the forthcoming 
announcement were already growing in volume, and in 
parts of the country there were signs that the continued 
uncertainty on the subject was causing an alarming increase 
in communal animosities and suspicions. During the 
first three weeks or so of the period covered by the present 
article these tendencies were further accentuated, and in 
the Punjab, particularly, feeling began to run so high that 
the authorities had reason to fear extensive outbreaks of 
communal disorder. Relations between the Moslems and 
Sikhs were especially strained, and for ten days or more 
reports were daily received of Sikh demonstrations and 
meetings held to protest against the possibility of the 
Moslems being granted a majority in the province, and of 
Moslem counter-meetings to protest against the possibility 
of their being deprived of one. The atmosphere was such 
that at any one of these gatherings some trivial incident 
might have led to a breach of the peace, which might well 
have given rise immediately to a series of communal riots 
throughout large parts of the province. Particularly dis- 
quieting was the endeavour of certain Sikh organisations 
to enrol volunteers to protest against the possible establish- 
ment of what they described as Moslem raj in the province. 
A move was actually initiated to enrol a hundred thousand 
men for this purpose, and the Sikh Khalsa announced that 
its members would resist to the last man any attempt to 
establish a Moslem majority. The Moslems, on the other 
hand, were equally emphatic that they would refuse to 
tolerate any arrangement which reduced them to a position 
of numerical inferiority to the other communities in the 
new Legislative Council. “The Sikh agitation,” declared 
Sir Muhammad Iqbal, “ encouraged as it is by the Hindus, 
is making the Moslems seriously apprehensive of domina- 
tion by a communal majority.” Captain Sher Muhammad 
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Khan, of Domeli, stated that the Moslems would refuse 
to take lying down any further encroachment on their 
rights, and would stand by the minimum Moslem demands 
as incorporated in the Minorities Pact. Especially sig- 
nificant was the declaration of Malik Barkat Ali, a member 
of the “ nationalist ” Moslem school of thought, that the 
Sikh leaders who opposed on so-called nationalist grounds 
the Moslem claim for a statutory majority in the Punjab, 
were really at heart communalists, since by this means they 
were attempting to secure solely for their own community 
advantages out of all proportion to its position in the body 
politic. At Amritsar during this period, a congregation of 
50,000 Moslems, after the Friday prayers in the Idgah, 
assembled to pass resolutions to the effect that the Moslems 
would never submit to any constitution under which they 
were deprived of their right to a majority in the Punjab, and 
that were this done, they would refuse to co-operate in the 
working of the reforms. So serious did the situation 
become in the larger towns that the District Magistrate of 
Lahore had, at an early stage of the agitation, to issue a 
notice warning editors of newspapers against publishing any 
article likely to provoke communal ill-feeling. On August 13 
the discussions, which had been in progress for some days 
previously in Simla, between responsible Moslem and Sikh 
leaders who were anxious to devise some means for decreas- 
ing communal tension in the province, definitely broke down, 
and several Sikh leaders of importance publicly announced 
that they would rather see the project of establishing 
provincial autonomy under the new constitution abandoned 
altogether than that the Moslems should have a majority 
over other parties in the Legislative Council. There was 
also a good deal of rather wild talk in Sikh circles of their 
community endeavouring to secede from the Punjab alto- 
gether. The Punjab Hindus throughout strongly sup- 
ported the Sikhs in the attitude they had adopted, and 
although it was in this particular province that the atmos- 
phere was most electric, the situation was far from easy 
in many other parts of the country, since both Hindus and 
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Moslems generally were in a jumpy and excitable state, 
and any small local incident might easily have resulted in 
disorders which would have had serious repercussions 
throughout the rest of India. 

The announcement of the terms of the British Govern- 
ment’s decision on August 17 at least had the merit of 
putting an end to the general uncertainty and recrimination 
of the previous three weeks; though to those who are 
unfamiliar with the methods whereby political controver- 
sies are normally conducted in this country it might at 
first have seemed that the situation had, if anything, been 
rendered even worse than before. For days on end the vast 
majority of newspapers filled almost their entire news page 
with comments on the award, and except for a few respon- 
sible organs of European opinion there were few indeed 
of them which did not, for one reason or another, adopt a 
tone of vehement denunciation. Since the whole cause 
for the British Government’s intervention in the matter 
was that the various contending parties in India had pitched 
their claims so high that their opponents could never accept 
them, it had been obvious from the outset that no settle- 
ment that could possibly be devised by an outside party 
could prove generally satisfactory; indeed, the more 
equitable and just the award was, the more might it be 
expected to be pleasing to none. Apart from this, it was 
in the circumstances inevitable that editors and politicians 
sympathetic with the Congress point of view should auto- 
matically condemn and misinterpret what the Government 
did. None the less, the volume of abuse with which the 
award was at first received was somewhat surprising, and 
clearly demonstrated how profound and passionate is the 
interest with which communal matters are regarded by the 
Indian educated classes. A casual perusal of newspaper 
comments on the subject, by someone unacquainted with 
Indian affairs and the history of this particular problem, 
would have given the impression that some uncalled for 
and abominable iniquity had been perpetrated, against 
which large sections of the Indian population were on the 
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brink of active revolt. “Monstrous,” ‘ outrageous,” 
“insulting,” “ iniquitous,” and so forth were among the 
epithets freely used in the more extremist newspapers. 
The Tribune (Lahore), an ably conducted Hindu nationalist 
journal, described the award as blatantly pro-Moslem, 
and remarked that “ the worst apprehensions of the public 
have been fully realised, and India is confronted with the 
gravest crisis in her history.” Other papers of similar policy 
contained denunciations of the same kind, the Liberty 
(Calcutta), for example, declaring that “‘ the decision was 
inspired by the single desire of holding the balance of 
power in the hands of the Moslem communalists in league 
with the Europeans.” Several Moslem journals, on the other 
hand—there are far fewer Moslem papers than there are 
Hindu—expressed condemnation for precisely opposite 
reasons, the Star of India (Calcutta), for example, con- 
cluding a leading article with the following lament : “ Juggle 
with figures how you will, haggle over percentages for ever, 
the bare fact remains that the Moslems of Bengal have not 
been given the majority representation to which they are 
entitled.” A more careful perusal of the newspaper com- 
ments adverse to the award would in fact have demon- 
strated that a substantial number of them cancelled each 
other out. 

So far as the Hindus were concerned, it was difficult at 
first, amid the spate of furious condemnation that filled 
the Press, to disentangle criticisms which were specifically 
Hindu, in the communal sense, from those which were 
inspired by more general nationalist sentiments. It 
was, however, soon clear that even those sections. of the 
Hindu intelligentsia which are not favourably disposed 
towards the Congress were seriously aggrieved by the terms 
of the award. The Punjab Hindus would, of course, in 
any case have been offended by the fact that they, together 
with the Sikhs, were not ensured a majority against the 
Moslems. In addition, the Hindus of Bengal, who—as 
contrasted with the Bengal Moslems—are substantially 
the wealthier, more influential and better educated com- 


K2 147 





India: Reaction to the Communal Award 


munity, were gravely disturbed to find that while their 
population strength amounted to 43 per cent. of the whole 
province, their representation in the new Councils would 
only amount to 32* per cent. In other provinces also, 
largely owing to the special weightage granted to the 
Moslems and other minorities, the Hindus considered 
they had genuine grounds for complaint, despite the fact 
that their numerical predominance had been recognised 
by ensuring them a safe majority of the whole House. 
General expression of the Hindu point of view in the matter 
was voiced at a meeting of the Working Committee of the 
Hindu Mahasabha in Delhi about a week after the award 
was published, when resolutions were passed strongly 
condemning it on the following grounds among others: 
that it introduced an unalterable communal ascendency 
in Bengal and the Punjab by granting reserved seats 
through separate electorates to the Moslems; that it 
denied to the Hindu minority in these provinces repre- 
sentation in proportion to their population ; that it granted 
undue weightage to the Moslems in provinces other than 
Bengal and the Punjab; that it created fresh separate 
electoral constituencies; and that it contemplated the 
formation of Sind into a separate province. These views 
were supported by a number of statements issued by 
individual Hindu leaders. Dr. Moonje roundly declared 
that the award strengthened the position of the Moslems 
everywhere and was “ condemnable.” Mr. J. N. Basu, 
a former delegate to the Round Table Conference, described 
it as “a complete change from the policy of toleration and 
of equal chances on a common basis for all.”” Mr. B. Das, 
chief Whip of the Nationalist party in the Legislative 
Assembly, said that the outstanding fact was that the 
Hindus had lost in every province and the Moslems gained 
more than their extreme demands. Raja Narendranath, 
a prominent Hindu leader of the Punjab, considered the 
award so unfair to his community that he wrote to the 
* This includes the Depressed Class seats. 
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Viceroy saying that he would not serve on any further com- 
mittee or conference connected with the work of framing 
a constitution for India ; and Sir Sivaswami Iyer described 
the Government’s decision as a triumph for Mahomedan 
agitation. 

Condemnation of the award by the Sikhs was, if possible, 
even more emphatic. Within a few days of its publication 
a number of influential Sikh leaders in Simla went so far as 
to declare in a public statement that “the decision of 
His Majesty’s Government has shaken the faith of the 
Sikhs in the British Government’s sense of justice and fair- 
play,” among the signatories of the manifesto being Sir 
Jogendra Singh, a Minister of the Punjab Government, 
and Sir Sundar Singh Majithia, an eminent and sober- 
minded Sikh leader of wide political and administrative 
experience; and at about the same date Sardars Ujjal 
Singh and Sampuran Singh wrote to the Viceroy resigning 
their membership of the Consultative Committee on the 
ground that the award gave the Moslems “ an unalterable 
religious majority in the Punjab,” and that “the new 
constitution would thus be worse than the present.” 
It is to the credit of the responsible leaders of the Sikh 
community that they have done their best to discourage 
the militant agitation against the Moslems which certain 
fanatical Sikh organisations were fostering during the 
weeks preceding the issue of the award; and by the end 
of August the likelihood of serious communal strife in the 
Punjab had been much reduced. But at the moment of 
writing, their opposition to the terms of the award appears 
to be as uncompromising as it was ten weeks ago, and it 
has proved impossible for the Government to secure the 
services of any Sikh leader of standing from British India 
to represent the community at the forthcoming final 
session of the Round Table Conference in London.* 

There was also a good deal of adverse criticism of the 
award from the Moslems, though here it would appear that 

* The Sikh delegate chosen comes from Patiala State. 
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there was less real justification for it, and that the denuncia- 
tions were more tactical than spontaneous. At the meeting 
of the Working Committee of the All-India Moslem 
Conference in Delhi a few days after the award was 
announced, resolutions were passed expressing disappoint- 
ment with it for the following reasons among others : 
that the Moslems were denied the right of a statutory 
majority in the Punjab and Bengal ;* that the weightage 
granted to the Moslem minorities in the United Provinces, 
Bihar and Orissa, and the Madras Presidency was reduced ; 
that undue weightage was given to non-Moslem minorities 
in the North-West Frontier Province; that the question 
of the separation of Sind was left undecided; and that 
British Baluchistan was not brought within the scope 
of the scheme. Similar resolutions were passed by a number 
of Moslem organisations throughout the country, among 
them being one agreed upon at an important meeting 
of Moslem leaders in Simla, under the chairmanship of 
Sir Zulfiqar Ali Khan, which urged the Moslems of the 
Punjab “to convene meetings all over the province with 
a view to bringing home to the Government their sense 
of disappointment, and to organise themselves to protect 
their legitimate rights.” Various Moslem leaders, including 
Sir Abdul Qaiyum, a Minister of the North-West Frontier 
Province Government, issued statements criticising the 
award, but generally speaking the Moslems seemed to 
recognise that, although His Majesty’s Government’s 
decision by no means satisfied their claims in full, it was at 
least better than it might have been, and should not be 
wholeheartedly condemned. 

So far as the other minority communities were concerned, 
the Europeans and Anglo-Indians evidently considered that 
their interests were tolerably well safeguarded by the 
award. Some protests were raised by the Indian Christians 
and by the women’s organisations, largely on nationalist 
%,* This may be profitably contrasted with the corresponding resolution of 
the Hindu Mahasabha. 
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grounds. The two Depressed Class leaders, also, Dr. 
Ambedkar and Mr. Rajah, both issued denunciations of the 
award, though for different reasons ; but it is noteworthy 
that hardly any attention was devoted to the Depressed 
Class question by representatives of the other communities 
at this stage. 

The main attack on the award, indeed, came from those 
whowere thinking, not in terms of one particular community, 
but nationally. In this the Indian critics of the present 
British régime in this country have some justification for 
complaining that they receive less sympathy and encourage- 
ment than they might, on theoretical grounds, consider 
themselves entitled to expect. The average newspaper 
reader in Great Britain, glancing hurriedly through an 
article about separate electorates for the minorities in 
India, probably has little conception how fantastically at 
variance with the accepted principles of democracy this 
system is in practice, and would be amazed if it were 
suggested to him that Anglicans, Roman Catholics, Presby- 
terians, Quakers and Jews should be strictly segregated 
from one another for electoral purposes, and obliged to 
record their votes, probably on different days of the week, 
for parliamentary candidates who must always hold the 
same religious beliefs as themselves. The differences 
between Hindus and Moslems, however, are far more acute 
and fundamental than those between Anglicans and Roman 
Catholics ; and once the principle of separate electorates is 
established, as it has been in India since 1909, it would 
seem almost inevitable that with every fresh extension of 
democratic institutions it must be extended over a wider 
field, unless the main communities concerned are prepared 
to abandon it. But it was this extension that rendered 
the Communal Award so obnoxious in the eyes of the 
majority of Indian nationalists. Sober organs of Indian 
Liberal opinion such as the Leader of Allahabad, the Hindu 
of Madras, or the Servant of India of Bombay, protested 
almost as vehemently as the most irresponsible Congress 
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or communalist papers against the provisions of the award, 
on the ground that it would involve excessive and minute 
fragmentation and subdivision of the electorate, and thus 
induce a state of affairs in which national interests would 
be completely submerged in a welter of factional intrigue. 
During the second and third weeks subsequent to the issue 
of the award, however, the excitement it had engendered 
showed signs of subsiding, and a number of realistic state- 
ments issued by the more responsible political leaders had 
begun to bring home to the public the essential fact of the 
whole situation—namely, that whatever the defects of the 
award might be, the choice before the country was either 
to accept it or, alternatively, to abandon all prospect of 
constitutional progress until such time as the Indian com- 
munities solved the hitherto insoluble problem of devising 
a settlement for themselves. 


II. Mr. Ganpui’s Fast 


N September 13—nearly a month after the award 

had been published, and at a time when the agitation 
regarding it was definitely dying down—the extraordinary 
announcement was made that Mr. Gandhi a week later 
proposed to start starving himself to death unless an altera- 
tion was made in the provisions of the award regarding the 
representation of the Depressed Classes. The news took 
the country completely by surprise, and there were in- 
dications that supporters of the Congress, and Indian 
nationalists generally, were at a loss to know how to exploit 
or explain the Mahatma’s decision to select this particular 
matter for so drastic and peculiar a protest. As we have 
seen, the most formidable attack on the award had been 
that based on nationalist rather than communal arguments, 
and the public would have found it easier to understand an 
act of self-mortification by the Mahatma as a protest against 
the principle of separate electorates generally, or against 
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some administrative matter such as the maintenance of the 
Ordinances, than one relating to a comparatively small 
and specifically Hindu issue. The ten days between the 
publication of the correspondence that has passed between 
Whitehall and Mr. Gandhi and the signing of the Poona 
settlement constituted one of the strangest episodes in 
Indian history. 

The actual facts relating to what took place are toc 
well known to require recapitulation ; it will be sufficient 
if we confine ourselves here to describing their significance, 
as it appeared at any rate to observers in close touch with 
the movement of events. The main point that emerges 
is the exceptionally fortunate way in which matters worked 
out for the Government. On September 13 there was 
every indication that, irrational and absurd though Mr. 
Gandhi’s action may have seemed in Great Britain or 
America, it might place the authorities here in an extremely 
awkward predicament. Had the possibility of an agree- 
ment between the caste Hindus and that section of the 
Depressed Classes led by Dr. Ambedkar been ruled out 
at the beginning owing to Mr. Gandhi maintaining the 
non possumus attitude with regard to a reservation of seats 
which he took up at the second session of the Round Table 
Conference, the fast would have lasted much longer than 
a mere four days, and as soon as the Mahatma’s health was 
really in danger popular excitement would have run very 
high, and great pressure would have been brought to bear 
on the Government by the caste Hindus and their sup- 
porters to accept a settlement between them and the school 
of thought represented by Mr. Rajah as equivalent to a 
settlement with the Depressed Classes as a whole. Again, 
had Mr. Gandhi agreed to accept the conditional liberty 
which the authorities were prepared to grant him during 
his abstinence from food, agitation against the Government 
could have been manipulated with much greater ease, and 
at the conclusion of the fast, had Mr. Gandhi survived, 
Government would have found it difficult to revert im- 
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mediately to their former position and might, as a result, 
have had to face a substantial revival of civil disobedience. 
On the other hand, had Mr. Gandhi died, the consequences 
would have been at least equally difficult and embarrassing. 
The value, and possibly to a large extent also the cause, of 
Mr. Gandhi’s dramatic action lay, of course, in the 
occasion it provided for a whirlwind publicity campaign for 
the revival of his own and his party’s attenuated prestige. 
But it seems clear that on this occasion, despite the reputa- 
tion he has deservedly obtained as a brilliant publicity 
expert, he miscalculated badly. The brevity of the whole 
episode ; the fact that on the very day his fast began he 
signified his willingness to accept the principle of reserva- 
tion of seats which he had uncompromisingly opposed nine 
months previously; the difficulty which the average 
Congress supporter experienced in exploiting for nationalist 
purposes a protest of limited scope based on grounds of 
“pure religion”; the announcement just before his 
spectacular abstinence commenced that he had acquired a 
new set of false teeth ; and the facility with which, owing 
to his having so conveniently refused to leave jail, the 
Government managed to revert, from the administrative 
point of view, to the status quo as soon as the fast was over— 
all told heavily against him. 

It would, of course, be easy to poke fun at the caste 
Hindus for the intensely emotional outpourings about the 
Depressed Classes with which they filled the press during 
the three weeks or so subsequent to Mr. Gandhi’s fast, 
and to make out that their protests of benevolence towards 
these unfortunate co-religionists of theirs, and their claims 
that untouchability had been put an end to, were a mere 
political stunt and radically insincere. This, however, 
would be unfair. There was certainly something ridiculous 
in their theatrical attempts, by holding a few inter-caste 
dinners, and by opening to the Depressed Classes a few 
temples, public wells, and so forth, to convince the world 
that untouchability had suddenly become a thing of the 
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past. At the same time it should be recognised that 
probably the chief, and certainly the most satisfactory, 
outcome of Mr. Gandhi’s action has been that it has 
brought about a real stirring of conscience among the caste 
Hindus, with regard to the social injustices to which they 
and their forefathers have hitherto subjected their outcaste 
compatriots. It is nevertheless now clear, if it was not 
during the first flush of enthusiasm, that the full benefits 
of this change of attitude are unlikely to be realised for many 
years. From the beginning, well-informed observers were 
aware of a strong under-current of opposition amongst the 
more orthodox and conventional Hindus to the social im- 
plications of the Poona settlement, and the reaction has 
now become more practical and vocal. Several public 
protests have already been made against the alteration in 
established religious practices that the settlement denotes, 
and in a number of places privileges, such as the right of 
access to temples, wells, and so forth, which were conferred 
by the caste Hindus on the Depressed Classes when the 
excitement with regard to them was at its height, have 
now been withdrawn. In addition, there are signs that the 
politically minded Hindus are now seriously perturbed by 
the reflection that they are committed to allotting to the 
Depressed Classes, from their own quota, nearly twice as 
many seats in the Councils as were conferred upon them 
under the Communal Award. It may be anticipated that 
this point will assume even greater importance a year or so 
hence. Pandit Malaviya, one of the chief initiators and 
exponents of the Poona settlement, has recently seen fit 
to qualify his original enthusiastic statements by indicating 
that he does not consider its provisions necessarily imply 
the desirability of inter-marriage, inter-dining, and similar 
direct personal contacts between the caste Hindus and the 
Depressed Classes, and this view has since been endorsed 
by Mr. Gandhi himself. It would, however, be a serious 
mistake to make this the basis for allegations that these caste 
Hindus’ expressions of benevolence towards the Depressed 
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Classes have been no more than an empty political demon- 
stration. Although the fact was certainly exaggerated for 
political purposes, there does really exist a genuine and 
increasing desire for reforming Hindu conduct with regard 
to the Depressed Classes among a considerable section of 
the Hindu community proper. The explanation of the 
reaction which is at present manifest simply is that no 
civilised society can possibly put an end in a month, or a 
year, to social habits and prejudices which have been 
established for centuries.* 

A subsidiary consequence of the Poona settlement, 
which has aroused a good deal of interest during the last 
month, has been the revival of attempts to devise a direct 
communal agreement between the Hindus and the Moslems. 
The nationalist press has expressed the greatest enthusiasm 
and excitement about the move, but hitherto little has 
materialised from it beyond a series of infructuous confabu- 
lations and journeyings throughout the country by Pandit 
Malaviya on the part of the caste Hindus, and by Maulana 
Shaukat Ali on behalf of the Moslems. From the outset, 
representatives of the more orthodox school of Moslem 
political thought have been extremely suspicious of the 
motives with which the negotiations were initiated, and a 
number of Moslem leaders and newspapers have not hesi- 
tated to suggest that the whole affair is merely yet another 
attempt on the part of caste Hindus, possibly with the 
help of cash, to undermine the position of the Moslems 
and reduce them to a position of political impotence. 


* Since this article left India Mr. Gandhi has threatened to under- 
take another fast to death “ if there is a manifest breakdown of the Yeravda 
(Poona) pact, owing to the criminal neglect of the caste Hindus to implement 
its conditions,” such a neglect, he considers, would mean a betrayal of 
Hinduism, and he finds no warrant for untouchability in the Hindu scrip- 
tures. The occasion of the threat was the failure to throw open to untouch- 
ables the Guruvayoor temple in southern India, and the fast is to begin 
if this is not done on or before January 1. If, declares Mr. Gandhi, “ the 
canker of untouchability is scotched,” Indians will forget the differences 
between caste and caste, religion and religion, and will begin to believe 
they are all branches of the same parent tree. (See The Times, November 7 
last.) 
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Great jubilation was professed in nationalist circles at the 
outcome of the recent conference of Moslems in Lucknow, 
but a careful perusal of the resolutions passed there would 
seem to indicate that the Conference has been more 
successful in reconciling divergent sections of Moslem 
opinion with one another than in reconciling the Moslems 
generally with the Hindus. It is also noteworthy that a 
considerable body of Hindus are apprehensive of the course 
the negotiations may take, since it is assumed that the 
Moslems are scarcely likely to abandon their separate 
electorates without demanding from the Hindus, as a 
makeweight, a larger proportion of seats in the Councils 
than they have hitherto secured ; and, as we have explained, 
the Hindus generally are already disconcerted to find how 
many seats they themselves are required to surrender 
under the terms of the Poona settlement. Dr. Moonje 
has now issued, for the guidance of the negotiators, a 
statement of the minimum Hindu demands as set forth by 
the Hindu Mahasabha, and it is difficult to see how this 
will provide a practicable basis for any compact with the 
Moslems. At the moment of writing a “ unity ” confer- 
ence is about to be held at Allahabad at which a number 
of Hindu and Moslem politicians will be present; but 
there remains a great deal of scepticism as to its achieving 
any appreciable result.* Maulana Shaukat Ali still expresses 
optimism as to the outcome, and the fact should be borne 
in mind that his influence with the masses throughout 
India is considerable, and that a number of his critics are 
politicians of a more academic kind. The Maulana’s 
enthusiasm, however, seems lately to have run away with 
him somewhat. His announcement at an early stage of 
the proceedings that he would bring about the unity of 


*'The Unity Conference drew up an agreement accepting Moslem 
majorities in the Punjab and Bengal, and the separation of Sind on con- 
dition that the Sikhs are granted 20 per cent. of the representation in the 
Punjab legislature and § per cent. in the central legislature. The agree- 
ment requires ratification by the minorities. Leading Moslems in Northern 
India held aloof from the Conference. (See The Times, November 16, 1932.) 
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India within a fortnight was scarcely calculated to impress 
the sceptics, and his subsequent indiscretion in addressing 
a letter to the Viceroy demanding the release of Mr. 
Gandhi—which the Moslems generally have never given 
any indication of desiring—and issuing this letter to the 
press without obtaining the Viceroy’s consent or giving 
him an opportunity of reply, has not advanced his cause. 

Since Mr. Gandhi’s efforts to arrange a settlement of 
the communal question in the past have been so con- 
spicuously unsuccessful, the fact that Maulana Shaukat Ali 
is pressing for his release in order to improve the prospects 
of the present Hindu-Moslem negotiations is considered 
somewhat strange. 

It is worthy of remark that such real agitation as there 
has been for the release of Mr. Gandhi, on one pretext or 
another, since September 13 appears to have attracted more 
attention, and had more serious importance attributed to 
it, in Great Britain than in India. Most nationalist news- 
papers have, of course, published numerous articles urging 
that Mr. Gandhi should be set at liberty, either for the 
purpose of implementing the Poona settlement, or initiating 
a Hindu-Moslem concordat. But in this country it is 
fairly widely recognised that such propaganda is merely 
part of the customary game of endeavouring by all possible 
means to enhance their own and their leader’s prestige. 
The position of the Government in the matter has been 
frequently and unequivocally expounded in the past, and 
is one which even the most unsophisticated can readily 
understand. The simple proposition that Government 
will only modify their present attitude, and undertake to 
co-operate afresh with Congress, if Mr. Gandhi agrees 
without reservation to call off the civil disobedience move- 
ment, is one which can be easily explained and defended. 
There have, however, been indications during the last three 
weeks or so that important sections of British opinion are 
inclined to look at the matter rather differently, and 
rumours of this have added to the clamour in the Congress 
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press. The average resident in this country necessarily 
views the problem at close range. He has experienced 
only eighteen months ago a not dissimilar situation, and 
the consequence of the negotiations with Mr. Gandhi 
early in 1931, and the subsequent truce with the Congress, 
were not such as to make him desire a repetition of the 
experiment. 


III. Terrorism 1n BENGAL 


‘A. LTHOUGH the authorities have good reason to 

congratulate themselves upon the success with which 
they have combated the civil disobedience movement, they 
certainly have no cause for pleasure when reflecting on the 
progress of their endeavours to eradicate the terrorist 
menace in Bengal. It is now nearly two and a half years 
since signs of a fresh and more extensive revival of the long- 
established murder cult in this province manifested them- 
selves, and despite the most strenuous endeavours to 
prevent them, the outrages continue and indeed increase. 
Throughout the last three months there have been in- 
numerable minor manifestations of terrorist activity in the 
form of armed robberies, smuggling of revolvers, manu- 
facture of explosives, and so forth, accompanied by a series 
of peculiarly shocking and well-organised crimes. Of these, 
the worst have been the bombing of a party of defenceless 
European men and women in a dance-hall in Pahartali, 
near Chittagong, on September 24; the two attempts, on 
August 5 and September 28, to assassinate Sir Alfred 
Watson, the editor of the Statesman, in Calcutta; the 
murder of Mr. Ellison, an assistant Superintendent of 
Police, at Comilla in the last week of July ; the attempted 
murder of Mr. Grassby, another police officer, at Dacca 
towards the end of August ; and the murder on October 17, 
of an alleged police spy, one Sisupal Datta—a former 
Congress worker—in Khulna District. Exceptionally 
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strenuous measures have now been adopted for dealing 
with the terrorist menace, including the imposition of a 
collective fine of Rs. 80,000 on the inhabitants of Chitta- 
gong in consequence of their failure to divulge anything 
to the police regarding the identity and whereabouts of 
the perpetrators of the Pahartali outrage, and the despatch 
of a considerable number of troops to different stations in 
Bengal from other parts of India. 

It must, however, frankly be stated that even in Delhi— 
and far more so in Calcutta—the attitude in official circles 
with regard to the possibility of stamping out terrorism 
in Bengal might at present almost be described as one of 
despair. It is evident that the movement is well organised 
by individuals who have hitherto managed successfully to 
conceal their identity; that owing to a combination of 
economic, political and racial reasons, there is a large, 
and apparently increasing, number of young men and 
women in Bengal who can be induced, for glory or money, 
to murder officials and Europeans ; and that a substantial 
portion of the educated classes in the province are either 
in part sympathetic with the movement, or else so im- 
pressed by its strength that they have not the courage 
to disclose to the authorities such information regarding 
it as they receive. Two features of the latest crop of 
outrages have caused the Bengal Government particular 
reason for disquiet ; first, the fact that the worst of them 
occurred near Chittagong, where ever since the notorious 
armoury raid in April, 1930, elaborate precautions against 
a renewal of terrorist crime have been taken ; and secondly, 
that both at Chittagong and in Calcutta several of the 
perpetrators of the outrages had shown a willingness to 
commit suicide by poison rather than allow themselves 
to be captured by the police. It is also observed that 
despite the intensive investigations which have been made, 
no information of any kind appears hitherto to have been 
obtained regarding the gang of terrorists who were re- 
sponsible for the Pahartali outrage. 
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So far as the more normal administrative problems of 
India are concerned, such as outbreaks of rioting and 
disorder, there has been comparative tranquillity during 
the three months under review, though a number of inci- 
dents of some gravity of course haveoccurred. Inacountry 
containing 350 million highly diverse peoples, the vast 
majority of whom are illiterate and poverty-stricken, dis- 
turbances of one kind or another are frequent and inevit- 
able. As regards communal trouble, it is of interest that 
the three worst outbreaks took place not in British India, 
but in the territories of the Indian States, which have 
hitherto been relatively free from disorders of this type. 

This article is, however, already on the verge of exceeding 
its appointed length, and the last two topics we need to deal 
with, namely, the situation with regard to the Ottawa 
trade agreement, and the prospects for the forthcoming 
Round Table Conference in London, must be disposed of 
briefly. As regards the Ottawa agreement, it would be 
difficult in any case to make much profitable comment at 
this stage, since within the next ten days it will be under 
discussion by the Legislative Assembly,* which has been 
specially convened to consider it. There has so far been 
a surprising dearth of well-informed comment on the 
provisions of the agreement. In our last article the diffi- 
culties which had arisen as the result of the revised con- 
stitutional procedure announced by the Secretary of State 
on June 27 were fully explained, and the fact that it has 
proved possible, by the readjustments necessitated by the 
failure of the Consultative Committee to transact the 
business entrusted to it, to regain the co-operation of the 
Indian Liberals, may be taken as a hopeful augury for the 
future. 

India. October 30, 1932. 


P.S.—The Burma elections have taken place and resulted in a victory 
for the anti-separationists by 10 seats.—Ep. 


* The Government agreed on November 10 to the proposed Ottawa 
agreement being referred to a Committee of the House. 
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I. Tue REsIGNATION OF THE LIBERAL MINISTERS 


HE most important event at home during the last 
quarter has been the resignation of the Liberal 
Ministers and Lord Snowden from the Cabinet. The first 
rumblings of the coming storm were heard at the end of 
August, when it was stated, from an obviously authorita- 
tive source, that there was no truth in the suggestion, then 
being freely made at Ottawa, that the Liberal Ministers 
were already committed to accept the findings of the Con- 
ference. The moment that the news of the general lines 
of the Ottawa agreements was known it became increas- 
ingly clear that the Ministers representing the official 
Liberal party regarded their position in the Government as 
untenable. On September 29 they handed in their resigna- 
tions to the Prime Minister. 
In the letter in which they conveyed their resignations 
they arraigned the whole protectionist policy of the 
Government. 


The results so far (they wrote) have been profoundly unsatisfactory. 
The policy of protection by limiting imports, has cut into our exports; 
it has reduced by one-fourth our valuable re-export trade ; it has 
contributed greatly to the laying up of hundreds of thousands of tons 
of British shipping in recent months. The numbers of the un- 
employed, which were beginning to diminish after we left the gold 
standard, have increased in the last five months by 300,000. 


At the request of the Cabinet they had withdrawn their 
resignations which they immediately offered on the intro- 
duction of the Import Duties Bill, but the agreements 
at Ottawa created a fresh situation. 
The letter was signed by Sir Herbert Samuel, Sir 
Archibald Sinclair, Mr. Isaac Foot, Lord Lothian, Sir 
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Robert Hamilton, Mr. Graham White, Mr. Walter Rea, 
Lord Allendale and Mr. Harcourt Johnstone. It was 
accompanied in the press by another letter signed by Lord 
Crewe, Lord Reading, and Lord Grey, expressing full agree- 
ment with the course adopted by the retiring Ministers. 
The resignations were also endorsed by all the various 
organisations within the Liberal party. Though the fol- 
lowers of Sir John Simon and Mr. Runciman immediately 
made it clear that, in the words of Mr. Runciman, “ they 
were not quitters and that they intended to remain and 
support Mr. MacDonald,” it was manifest that the resigna- 
tions meant the withdrawal of support from the National 
Government of the main forces of Liberalism. 

To that extent the National Government has been 
weakened. It has lost the support of its Radical element. 
Sir Herbert Samuel and his friends may have only 30 or 40 
followers in the House of Commons, but they represent a 
substantial vote in the constituencies whose adhesion to 
the National Government at the last election won it 
a large number of seats that would not have been 
won on a Conservative appeal alone. The resignation 
of Lord Snowden, too, means more than the depar- 
ture of the Lord Privy Seal. It is undisputed that his 
two appeals to the electors over the wireless in October 
of last year turned more votes from Labour than any other 
single factor at that extraordinary election. The ability 
of the retiring Ministers is also unquestionable. Sir 
Herbert Samuel is a first class administrator. He has the 
rare reputation of never having committed an indiscretion. 
He was just the man to be at the Home Office at a time of 
growing social discontent. Lord Lothian had won the 
confidence and affection of great numbers in India and his 
resignation is undoubtedly a loss to the India Office. 
Mr. Isaac Foot piloted the Mines Bill through the House of 
Commons in the summer with conspicuous success. 

In spite of all this, however, the Government on the 
whole has probably been strengthened by these resignations. 
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What it has lost in Liberal support it has gained in increased 
solidarity. If the policy of protection is a right one it is an 
advantage to have men who believe in it to carry it out. 
Tariffs are one of the main weapons of the Government in 
fighting unemployment and to have in the inner circle of 
Government men who dislike and distrust their use is a 
weakening influence. The Government, in a sense far 
more real than before, can now present a united front. 

Nor is it necessarily damaging to the Government that 
the Liberal resignations have strengthened the elements 
of opposition. What the Government has lacked most of 
all up to now is the stimulus of informed criticism. Mr. 
Lansbury does his best, but he would himself admit that 
he is not of the calibre of great Opposition leaders ; Mr. 
Arthur Greenwood, returned at the Wakefield by-election, 
has not yet recovered the debating form he exhibited in the 
last Parliament. Sir Stafford Cripps, the last Solicitor- 
General, alone can meet the leading debaters of the National 
Government on something like equal terms. It is not in 
the national interest that any Government, even a National 
Government, should be as free as this Government has 
been from constructive criticism. Now that Sir Herbert 
Samuel has joined his Liberal friends below the gangway 
on the Government side all that is changing. A parlia- 
mentarian of thirty years standing himself, he is able to 
perform the important duties of an Opposition leader in 
making effective criticism or drawing valuable information. 
He and his followers have made the running on the Ottawa 
debates. They should play a useful part in the years still 
ahead of this Parliament in keeping the Government up to 
the collar. 

There is, in fact, no reason to suppose that the resigna- 
tions of the Liberal Ministers have in any way shortened 
the life of the Government. The annual conference of 
the Conservative party held at Blackpool revealed an 
interesting attitude of mind. Here if anywhere, among an 
audience of long experience as party champions in the 
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constituencies, on the morrow of the defection of the 
greater part of the Liberal party, and in the presence of 
issues which in the past have aroused the deepest con- 
troversy, it might have been expected that criticisms of the 
experiment of co-operation between them, and of the results 
of that co-operation, would inevitably arise. But there was 
no obvious movement of revolt, and Mr. Baldwin, in closing 
the Conference with a speech as a National Minister, 
interpreted the undoubted feeling of the audience that the 
Government should continue to be a National Government. 

The only serious rumblings of revolt had relation to 
Indian policy. A resolution was moved on behalf of the 
Epping division association, which Mr. Churchill would 
have supported if illness had not prevented his attendance, 
declaring that the creation of a vast illiterate Indian 
electorate would be inimical to the welfare of India and 
Great Britain alike. This motion had the support, among 
others, of Lord Lloyd. Sir Samuel Hoare, the Secretary 
of State for India, met the criticisms by emphasising the 
point on which everybody agreed—that there must be 
important constitutional changes. He implored his audi- 
ence not to make the situation more difficult than it already 
was. His appeal appears only to have been in part success- 
ful. The new Government of India Bill when it emerges 
from the Select Committee of both Houses of Parliament is 
likely to be exposed to seveie criticism from a section of 
the House of Commons. It is unfortunate in this con- 
nection that the Labour party should have declined to 
nominate representatives to this Conference. But the 
presence of Lord Lothian, who, though he has resigned 
from the Government, has announced that he is “in 
complete agreement with the Government on its Indian 
policy,” will do much to maintain the national character of 
this Indian Committee. 

There are signs of more trouble brewing for the Con- 
servative leaders over the question of a tax on meat. 
Conservative back benchers, led by Lord Winterton, are 
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demanding the substitution of 4d. a lb. tax on meat for the 
present meat quota. This has been refused by the 
Cabinet. It remains to be seen whether these Conserva- 
tives will now transfer their opposition from the committee 
room to the division lobby. The present indications are 
that the revolt will not be of any great importance. Both 
in the House of Commons and the country the consensus 
of opinion among the responsible leaders of Conservative 
thought is in favour of maintaining as long as possible the 
national complexion of the Government. The departure 


of the Liberal Ministers has only confirmed their 
determination. 


II. Tue Position or THE LAaBour Party 


FTER the Liberal resignations the second outstand- 
ing political event has been the Labour party confer- 
ence at Leicester. Although a general election is a long 
way ahead, and in any case the prospects of a Labour 


majority are remote, the resolutions passed at Leicester are 
not just academic programme making. However absurd 
their strength in the House of Commons, Labour in the 
constituencies remains a powerful force. Its re-emergence 
some years hence as the largest single party in the House 
is by.no means impossible, and the question what sort of 
administration will occupy the front bench after the next 
election will depend largely on how the Labour party now 
aligns its policy. 

The whole proceedings of the Labour Conference 
indicate a definite movement to the Left. What was even 
more interesting was that it came from the rank and file 
rather than from the leaders. The agenda prepared by the 
Executive was itself comparatively mild. There were a 
series of policy reports on banking, transport, electricity, 
and agriculture. Many of the proposals would be wel- 
comed by the ordinary advanced Liberal of the Summer 
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School persuasion. Indeed they read as if they had been 
taken straight out of the Liberal “‘ Yellow Book ” of 1928— 
Britain’s Industrial Future. 

But, as the Conference proceeded, it was quite clear 
that the delegates were determined not to accept any 
watering down of the full-blooded socialist gospel. The 
moment the draft programme was introduced they set 
about the work of gingering it up. The official resolution 
that the Bank of England should be brought under public 
ownership and control, the Governor to be appointed by 
the Government, was not nearly strong enough for them. 
The Conference carried an amendment for the nationalisa- 
tion of the joint stock banks as well as the Bank of England, 
a card vote resulting—for 1,141,000, against 984,000. 
Appeals to caution and electoral self-interest were brushed 
aside. Sir Stafford Cripps defined the issue of the amend- 
ment as being whether “they intended, immediately 
upon coming into power, to seize the power of finance 
which had been in the hands of the capitalists, or whether 
they proposed to temporise and only go so far as they be- 
lieved would justify them in calling themselves socialists 
without endangering their possible popularity with the 
small investor.” Successful here, the rebels against what 
they regarded as the timidity of the Executive took up the 
challenge on an even more vital point in future programmes 
and procedure. Sir Charles Trevelyan moved a resolution 
that the leaders of the next Labour Government and parlia- 
mentary party be instructed by the National Conference, 
“That on assuming office, either with or without power, 
definite socialist legislation must be immediately promul- 
gated and the party shall stand or fall in the House of 
Commons on principles in which it has faith.” 

Obviously such a resolution cut away the possibility 
of a Labour Government coming into office without an 
independent majority. Twice Labour has assumed office 
with the co-operation of the Liberals. It could never do 


so again if this resolution accurately represented the 
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attitude of the party. Mr. Henderson was quick to see its 
full implications. He opposed it with all his power, 
insisting that, as the Conference had already agreed that 
“when the time comes to form another Government— 
whether minority or majority—no step will be taken until 
the Conference has been consulted,” such a resolution 
would tie the hands of the Executive. “I am warning 
you,” he continued, “ that, if you carry this resolution, 
you will be doing something that is contradictory to that 
position and something which you will regret.” But it 
was a hopeless fight. The whole Conference was against 
him. Mr. C. T. Cramp, the powerful trades union leader, 
replied that he would rather fight a losing fight on the 
definite straight policy of socialism, than gain oblique 
success. Even moderate-minded men like Major Attlee 
demanded that “they should tell the people that they 
could not get socialism without tears. .. They must not 
wait until their mandate had frittered away.” Finally, 
the resolution was carried without a dissentient voice. 
A few days afterwards Mr. Arthur Henderson resigned 
on the ground that there was no immediate likelihood of 
his return to the House of Commons, and Mr. Lansbury 
was elected leader of the Labour party. The victory for 
the uncompromising socialists was complete. “The in- 
evitability of gradualness,” the phrase coined during the 
first Labour Government by Lord Passfield to describe 
the pace at which the approach to the socialist State would 
be made, is now out of date. If resolutions mean any- 
thing, Labour will not again take office without power. 
It is to be socialism or nothing. For the time being, 
therefore, the official Opposition is not so much a potential 
alternative government as an instrument of propaganda 
for socialism. 

The change in the direction of the party has immediately 
become evident in the House of Commons. Mr. Lans- 
bury, in moving the vote of censure on unemployment at 
the end of October, declared definitely for revolutionary as 
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opposed to evolutionary socialism. His actual words are 
worth disinterment from Hansard: “ The Labour party 
up to a year ago,” said Mr. Lansbury, “ under the leader- 
ship of the Prime Minister, thought that we could work 
within the capitalist system and work outward towards 
socialism. We are convinced that the economic develop- 
ment of the world will prevent that being done.” There 
in a sentence lies the gulf between the new Labcur party 


and the old. 


III. Tue Furure or tHe Nationa GoveRNMENT 


HE change is bound to have an effect on the future 

of the National Government. If the present electoral 
tendencies become permanent, Labour as a Socialist party 
is less formidable than Labour as an alternative govern- 
ment of the Left. There is no candidate more difficult 
for Conservatives to fight than a moderate Labour man. 
There is no candidate more easy for Conservatives to fight 
than a man who can be labelled an extremist. The failure 
of Mr. Baldwin’s election slogan of 1929—“ Safety First ”— 
was that the electors as a whole did not see any danger in 
a MacDonald Government. The overwhelming victories 
of the last election emphasised the fact in a startling fashion 
that, when it comes to a battle between “ the haves ” and 
“the have nots,” the “ haves ” are in the majority. The 
average trade unionist is not a theoretical socialist. He 
is far more concerned about getting the most out of the 
present system than any problematical gains he may achieve 
in the socialist State. Nor, indeed, is he at present 
susceptible to mass bribery. The view that the State is 
a bottomless purse out of which the social services can be 
financed up to any figure is not nearly as strong with 
the electors as it was once. The fear, so acute at the 
election, that the whole economic system might crash in 
ruins if the policy of shovelling out public money without 
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any enquiry or discrimination were continued, has not yet 
disappeared. There are indeed signs that the lessons of 
the last election have not been altogether lost on the Labour 
party. That is the only explanation of their sudden caution 
on the Means Test. For months they have been 
propaganding from Land’s End to John o’ Groats against 
any sort of means test, but, challenged by the Attorney- 
General on October 25 in the House of Commons to say 
whether they would repeal the Means Test, the back- 
benchers shouted “ Yes” and the front-benchers made no 
reply, and no taunts availed to induce Mr. Lansbury to 
make any definite statement. There is no doubt that the 
advance of Labour to the Left has strengthened the forces 
of the Right and strengthened their prospects -of being 
returned again at the next election. 

Much depends on how far Liberalism can rally its forces. 
With the Conservative party committed to protection and 
the Labour party to socialism, there should be an oppor- 
tunity for a third party. It is too early to judge whether 
they can seize it. The Cardigan by-election at the end of 
August gave a majority to the Liberal in a three-cornerd 
fight of more than 4,000, but it is one of the few safe 
Liberal seats in Great Britain. An interesting feature was 
the decline of the Labour vote on the figures of the general 
election, at a time when it might be expected that the 
Labour vote would be increasing everywhere. But the 
disastrous divisions in the party continue. An invitation 
to Mr. Lloyd George to attend a meeting at the Queen’s 
Hall, where the Liberal leaders were to explain the reasons 
for their resignations from the Government, drew from him 
an acid letter of refusal. In Parliament Mr. Lloyd George 
continues to sit with the Opposition, while Sir Herbert 
Samuel and his followers maintain their position among 
the Government supporters. 

The whole future of politics really depends on the 
economic situation. The October returns of oversea 


trade are better, and there has, for some time, been a more 
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cheerful feeling in the air, but it takes more than one swallow 
to make a summer, and at present there is no real sign of a 
permanent trade revival. The Prime Minister, on Octo- 
ber 25, stated in the House of Commons that the increase in 
the number of unemployed since the Government came into 
office was 230,000. That figure was arrived at after taking 
into account the numbers of unemployed, probably round 
about 170,000, who have been struck off the register as the 
result of the Anomalies Bill. The figures for last month 
show a decline of over 100,000. After a year of the National 
Government the numbers of the unemployed still remain 
at what was regarded as the peak figure when the Labour 
Government went out of office. 

On the success with which it brings those figures down 
this Government will be judged. That is why its handling 
of foreign affairs is being observed with such strained 
attention. Sir John Simon is the chief Minister of unem- 
ployment, and it was felt that his authorship of the Simon 
note to Germany in September and his handling of the 
Hoover proposals at Geneva did not help the situation, 
though his speech in Parliament on November Io has done 
much to obliterate the earlier impression. It will depend 
upon what happens at the great conferences whether the 
Government recovers any prestige that it may have lost 
in foreign affairs. 

At home so far as the administration of unemployment 
relief, now, unfortunately, an important barometer of 
popularity, is concerned, the Government’s position has 
slightly improved. It has already dealt with some of the 
greatest hardships of the Means Test system. It is a great 
pity for its own sake that its intentions were not made 
known before the outbreak of riots in Birkenhead and 
Liverpool and the march of the hunger-marchers on 
London had been planned. It is being accused quite 
unfairly of giving way to force what it denied to reasoned 
argument. In its legislation the Government has followed 
almost exactly the recommendations of the Royal Com- 


171 





Great Britain 


mission on Unemployment, the findings of which were 
made known early in November. It has exempted from 
the operation of the Means Test §0 per cent. of a disability 
pension and $0 per cent. of workmen’s compensation. It 
has also insisted that, on the first £300 of savings, in general 
it should be the income and not the capital that should be 
taken into consideration. These reforms will go far to 
remove the very real grievances that have arisen out of the 
administration of the Means Test. It was announced in 
the House of Commons that this Bill was only temporary 
pending the production of legislation, overhauling the whole 
machinery of unemployment relief, following on the Report 
of the Unemployment Commission. The main lines of that 
Report concern the establishment of a fixed relation between 
contributions and the benefit period, so as to make the 
scheme conform to the essential principles of insurance, and 
remove from it all taint of being “ a dole.” 

Other interesting proposals of the Government have re- 
lation to agriculture. The Government has won the con- 
sent of the chief meat exporting countries to a voluntary 
restriction in the flow of supplies sent to this country. But 
even if these drastic regulations achieve all that is hoped for, 
the restoration of agriculture to prosperity will be a very 
slow process. It regards itself as very fortunate in the 
possession of Mr. Walter Elliott as its champion in the 
House of Commons. He has a mind unusually open to 
new ideas, and his appointment as Minister of Agriculture 
was the most popular event arising out of the reconstruction 
of the Government. The settling, after many vicissitudes, 
of the cotton strike and the prevention of a hold-up by the 
London busmen has also saved the Government from the 
embarrassment of paralysing industrial disputes, though 
there is a cloud on the railway horizon, the companies having 
announced the necessity of making further reductions in 
wages. 

So the National Government continues, shaken by 
successive crises but on the whole strengthened in solid- 
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arity, though probably not in prestige. ‘There have been 
no recent by-elections in the industrial areas, but at 
Twickenham, a typical dormitory constituency of London, 
the Government majority fell by 20,000 on the figures of 
the last election. The Government would certainly have 
difficulty in holding any industrial seat where the majority 
was less than 5,000. 

But too much attention need not be paid to by-election 
landslides, however spectacular. The future of the Govern- 
ment, and indeed of the parties, depends on the future of 
the trade returns. If they become substantially worse 
so that the whole economic system is threatened with 
collapse, there may well be a big reaction to Labour. If 
they remain as they are and it becomes obvious that 
tarifis have not maintained expectations or that foreign 
countries, because of our tariffs, are recovering from depres- 
sion at a quicker rate than ourselves, the Liberals will gain 
in strength. If, on the other hand, trade improves at a 
steady rate, so will the stock of the Government and the 
prospects of a second lease of power. It is far too early 
to-day to say which will happen. 





CANADA 


I. Tue Orrawa ConFERENCE 


HE Ottawa Conference, in so far as Canada is con- 
cerned, met in an atmosphere of more or less sharply 
divided opinion. As a continuation of the London 
Conference of 1930, it was generally accepted that there 
would be proposals on the lines of Mr. Bennett’s offer in 
1930, and this offer had, in the intervening two years, been 
actively discussed in Canada both in Parliament and in the 
press ; so that the issue had been joined between her two 
principal political parties before the Conference assembled. 
Both alike declared in favour of increasing trade within the 
Empire; but while the Conservative party proposed to 
do it by bargaining, preference for preference, the Liberal 
party condemned the idea of bargaining and adhered to its 
thirty-three-year-old policy of granting preferences without 
demanding any quid pro quo. Nor was the official political 
division the only evidence of want of unanimity. The 
farming community was itself divided in opinion as to the 
advantage to Canada of a preference in the United Kingdom 
on certain of her principal agricultural products, while the 
manufacturers were, in the nature of the case, apprehensive 
as to the extent to which their own protection would be 
reduced. For the rest, the general public may safely be 
assumed to have felt that it would welcome anything that 
would “ work”’—which in these days means “ provide work.” 
If the opening of the Conference found Canadian opinion 
sharply divided, it could hardly be expected that its close 
would see any great harmonisation of conflicting Canadian 
views. ‘Though we have his assurance that he prayed for 
its success, Mr. Lapointe, the ex-Minister of Justice, feels 
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compelled to admit that his prayers have not been answered 
and that the Conference bids fair to have all the ill effects he 
feared ! 

On the morrow of the Conference, as a matter of fact, 
there was undoubtedly an overwhelming weight of favour- 
able opinion. The Conservative press was naturally 
enthusiastic, as was even an independent Liberal (but 
withal fervently imperialistic) journal like the Toronto 
Globe, and while the definitely Liberal press managed 
quite comfortably to “ forbear to cheer,” it seemed some- 
what at a loss to know how to set about condemning. 
This was natural, of course, for while nearly all the prefer- 
ences granted by the United Kingdom to Canada were made 
known at once, the concessions in respect of the duties on 
United Kingdom manufactured goods entering Canada 
were not announced until Parliament met on October 6. 
Meantime the would-be critics of the agreements had 
nothing before them except the advantages Canadian 
agricultural and other primary producers stood to gain 
from the preferences on Canadian products, and the 
eloquent declaration of Lord Hailsham, in speeches at 
Calgary and Toronto, that the all-important first step had 
been taken on what was clearly the right road if the Empire 
was to endure, and that as a result the Empire might well 
prove to have saved itself by its exertions and the world by 
its example. 

In this interval the Liberal party bided its time until the 
full text of the agreements should be published on the assem- 
bling of Parliament, protesting vigorously against a partial 
report of the results being made an issue at a by-election in 
the Ontario agricultural constituency of South Huron. 
Whether or not it had any significance in connection with 
the Conference agreements, the not unexpected result 
(in a strong Liberal constituency) was a substantially 
increased Liberal majority. It at least appeared to show 
that the preferences secured in the United Kingdom market 
had not swept the Ontario agricultural community off its feet. 
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With this none too auspicious prelude, the full text of the 
agreements was brought before Parliament by Mr. Bennett 
on October 12. His claim for them was that, 


after almost half a century of hopes and fears and vain endeavour, 
the countries of the British Empire have at last come together in 
agreement, based upon the principle of reciprocal and mutually 
advantageous tariff preferences, and have, moreover, by their com- 
mon trust and zeal, prepared the way, not only for the practical 
working out of existing agreements, but for their augmentation at 
such times as our common interest may suggest. 


He declared that “while naturally and properly each 
delegation did its best for its own country, all realised that 
no agreement could be lasting or beneficial which was 
one-sided,” and that each delegation tried, while “advancing 
its own position, to be mindful of the position of other 
parties to the negotiations.” Special emphasis was laid 
on the great value to Canada not merely of the preferences 
granted in respect of food and other natural products, but 
also of the right of free entry to the United Kingdom 
market of practically the whole range of Canadian manu- 
factured goods. In return, he declared, it was proposed 
“to adjust our preferential tariffs so as to place the United 
Kingdom producers on that basis of fair competition with 
ours that has been afforded to us by continued free entry 
into their markets.” ‘To this end the tariff board which 
was to be set up was to act “ as a judicial as well as a fact- 
finding body”; not merely would it investigate labour 
and other production costs and the like, but it would be 
its right and its duty to make recommendations to the 
Government with regard to the tariff adjustment required, 
in the light of the evidence, to give effect to the principle 
laid down in the agreement that the United Kingdom 
producers are to have “full opportunity of reasonable 
competition on the basis of the relative costs of economical 
and efficient production.” While the responsibility of 
recommending tariff changes to Parliament must remain 
with the Government, Parliament and the country might 
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rest assured that the Government, which gave the solemn 
undertaking contained in the agreement to the United 
Kingdom Government, would see that it was carried out 
“in spirit and in letter.” Finally, the hope was expressed 
that the Opposition, recognising that “the agreements 
were for the good of Canada and the good of the Empire,” 
and “constituted the completion of the task which was 
attempted by Sir Wilfred Laurier at the Colonial Conference 
of 1902” (when he advocated the principle of reciprocal 
imperial preferences), would “ with one voice” approve 
them. 

It was, of course, a vain hope. From the outset the 
Opposition, as was certain from their attitude ever since 
the 1930 Conference, took strong objection to practically 
every feature of the United Kingdom agreement, except 
those terms which proposed the reduction of existing 
duties, and those which tended to increase the possibilities 
of a greater demand for Canadian products. In particular 
the formal amendment moved by the Opposition con- 
demned all the provisions for increases “in an already 
unreasonably high tariff,” as well as the alleged “ effect 
of the agreement whereby the present Government has 
precluded Canada from exercising the right which is vital 
to the prosperity of the Dominion of making trade agree- 
ments for the marketing of her products abroad.” The 
greatest concern was also expressed that “no definite 
assurance was given that regulation by order-in-council 
imposing arbitrary and wholly unwarranted restrictions on 
trade” would be abandoned. The amendment concluded 
with a reaffirmation of the British preference policy of the 
Liberal party since 1897, in accordance with which the 
Liberal budget of 1930, the last of the former administra- 
tion, had been framed. The carrying out of its provisions, 
it was declared, would have secured for Canadian products 
advantages in British markets “immeasurably greater 
than any they can hope to obtain under the proposed 
agreement.” ‘The value of the preferences accorded under 
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the latter was seriously questioned. Was not the preference 
on wheat, copper, zinc or lead rendered largely valueless by 
the provision contained in Article 4 to the effect that the 
duties may be removed if at any time Empire producers of 
these commodities are “ unable or unwilling to offer them 
on first sale in the United Kingdom at prices not exceeding 
the world prices and in quantities sufficient to supply the 
requirements of the United Kingdom consumers ” ? ‘Then 
again, as regards the free entry into the United Kingdom 
market of eggs, poultry, butter, cheese and other milk 
products, notice was contained in Schedule A that this 
was likely to be cancelled in three years’ time. Further, 
it was declared that by agreeing to maintain the existing 
spread of preference in favour of United Kingdom products, 
Canada had tied her hands so far as negotiating trade 
treaties with other countries was concerned. 

As regards the so-called concessions granted by Canada, 
it was pointed out that 139 out of 223 tariff changes* were 
increases, and increases in a tariff already much higher 
than the Liberal party believed to be sound. Nothing, it 
was declared, could be more unwise at a time when by 
common consent the crying need was lower tariffs and 
greater freedom of trade throughout the world, as Mr. 
Baldwin recognised when he advocated, in his opening 
statement, the increasing of Empire trade by lowering 
tariffs within the Empire, rather than by raising tariffs 
against other countries. The latter course, in so far as it 
had been taken at the Conference, must result in retaliatory 
tariffs and consequent restriction of trade. 

But not merely was the bargain attacked as a bargain, 
and for its effect on the general world trade situation. ‘The 
whole principle of the making of bargains between the 
different Empire countries was attacked as alien and 
inimical to the spirit of the Empire. It involved inter- 


* The 139 increases include 49 cases in which there was a reduction in 
the British preferential rate as well as the increase in the general and/or 
immediate rate. (See Mr. Bennett’s speech, Canadian Hansard, October 12, 
1932, p- 126.) 
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ference, direct or indirect, by one Empire country with the 
domestic fiscal arrangements of other Empire countries, 
a derogation from the complete fiscal autonomy of each 
which was unsound and even dangerous. The fact is that 
the Liberal party sees in the Conference agreements an 
attempt by those who failed to realise their dream of a 
consolidated political Empire to create in its stead “a 
unified economic Empire contra mundum.” ‘The words 
are those of The Manitoba Free Press, the most influential 
journa! in western Canada. Colour is given to this idea 
by language used by Lord Hailsham and Mr. Chamberlain 
to the effect that, with the Conference of 1926 and the 
Statute of Westminster, most of the old ties had gone 
by the board and that it was imperative to replace them 
by economic ties. Mr. Bennett, in a speech made shortly 
after the Conference, spoke of nations outside the Empire 
being “ asked to pay some tribute for the privilege of trading 
within the Empire.” ‘This whole way of thinking, the desire 
for a species of imperial Zollverein, is, in Liberal eyes, mis- 
guided and inimical to the unity of the Empire. 

Enough has been said to show that the conflict of opinion 
between the parties on the whole principle of the agree- 
ment is fundamental. The press throughout the country 
has taken its cue from the party leaders and the Conference 
agreements seem certain to be made an issue at the next 
election, second only in importance to the question of unem- 
ployment. Meantime the agreements will undoubtedly 
be approved by Parliament, and so far as the public is 
concerned, judgment will be reserved until it is seen 
what measure of relief they bring from the increasingly 
heavy burden of unemployment. 


II. Tue Rattways: Tue Royat Commission’s REPoRT 


HE report of the Royal Commission appointed to 
inquire into railways and transportation in Canada, 
which had been awaited with much interest, was tabled in 
Parliament on October 6. The report is unanimous. It 
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makes a volume of 115 pages, and includes diagrams, 
tables and maps. 

The origin and nature of the railway problem have already 
been discussed in these pages.* Canada is a country which 
has special need of extensive facilities for transportation ; 
yet a small population, scattered over a large area, has 
entailed a proportionately heavy investment. Other causes 
have also contributed to make the cost of transportation 
agencies—and more particularly the railways—a matter of 
the gravest concern. 

Given wide terms of reference, the Commissioners have 
made a careful study of the causes and nature of the present 
situation. The railways, as offering by far the most serious 
problem, have received the greatest attention ; but road, 
air, and water transportation—both in themselves and in 
relation to the railways—are also discussed. At this time 
of world-wide economic depression, railways in all countries 
have suffered from heavy declines in profits—if indeed 
any of them have achieved profits at all. Canada is no 
exception, as the present report shows all too clearly. 
In 1928, the peak year, the Canadian Pacific Railway 
had a net income, after charges for hire of equipment, 
joint agreements, etc., had been met, of $61,864,295, 
and the Canadian National Railways a net income of 
$44,449,780. In 1931 this had dropped in the case of the 
former to $30,267,126, and in the case of the latter railway 
to a deficit of $5,282,650. The weakened financial position 
of both railways gives cause for worry ; but in the case of 
the Canadian National—due in large part to causes beyond 
the control of its officers—there is a direct drain on the 
Treasury. At the end of their report the Commissioners 


feel compelled, as a matter of public duty, to strike a serious note of 
warning to the people of Canada. Unless the country is prepared to 
adopt the plan we have proposed, or some other equally effective 


* Tue Rounp Taste, No. 86, March 1932, p. 384. 
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measures to secure the efficient and economical working of both railway 
systems, and thereby not only reduce the burden on the Federal 
Treasury but improve the financial position of the privately owned 
railway, then the only courses that would be left would be either to 
effect savings in national expenditure in other directions, or to add 
still further to the burdens under which the industries of the country 
are suffering, by the imposition of yet further taxation. Failing the 
adoption of one or other of these courses, and there are obvious 
limits to their application, the very stability of the nation’s finances 
and the financial credit of the Canadian Pacific Railway will be 
threatened, with serious consequences to the people of Canada and 
to those who have invested their savings in that railway. 


The Commission point to extravagance and unwise 
competition between the railways; both companies, for 
example, are held to have constructed too many branch 
lines. In hotels, too, both have been more optimistic than 
wise. The Canadian National is said to have been par- 
ticularly extravagant, owing in part to its peculiar relation 
to the public. Throughout the report unrestricted com- 
petition and the waste that results from it are stressed ; 
and it is the lesson drawn from this that has largely deter- 
mined the recommendations. 


While the two railways may have been in part respon- 
sible for their own troubles, there are also other important 


contributory causes, as appears from the following summary 
given in the report :— 


1. The over-development of railways beyond the immediate needs 
of the country. 

2. Aggressive and uncontrolled competition between two nation- 
wide railway enterprises, a competition the more disastrous in that 
one of the competitors was publicly owned and supported by the full 
resources of the Dominion. 

3. The reactions of the world trade depression which began in 
1929 and has progressively increased in its severity with each succeed- 
ing year. 


4. Competition from other forms of transport, notably road 
transport. 


5. Inelasticity of freight rates and railway practice generally, which 
prevents prompt action in the meeting of falling revenues and dealing 
effectively with competition from other forms of transport. 
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6. Contractual arrangements with jabeur organisations which set 
up a rigid wage scale and inflexible labour practices generally. 

7. The special disabilities of the Canadian National Railways due 
to (a) assumption, through Government action, of liabilities 
of insolvent railway systems for reasons of national credit ; (b) large 
capital expenditures for improvement of the physical condition of 
absorbed systems; (c) political and community pressure on the 
management arising out of direct Government control. 


The chapter entitled “ Proposals and Remedies” is, of 
course, the one which will be of the greatest interest. 
The Commission dismiss the suggestion for the amalgama- 
tion of the two railways on the ground that a monopoly 
is in this case undesirable ; and for the same reason they 
reject the suggestion that the Canadian Pacific should lease 
the Canadian National either in perpetuity or for a term of 
years. 

In the framing of their recommendations the following 
governing considerations have been borne in mind :— 


(i) The identity of the two railway systems should be maintained. 


(ii) The management of the Canadian National Railways should be 
emancipated from political interference and community pressure. 

(iii) Machinery should be provided for co-operation between the 
two systems for the elimination of duplicate services and facilities 
and the avoidance of extravagance. 


(iv) The attainment of a scale of economies which will bring the 
burdens of the National system within reasonable dimensions and 
effectively check extravagant and costly operation. 

(v) Reasonable protection for the privately owned undertaking 
against arbitrary action by the publicly owned undertaking which 
might unfairly prejudice the interests of the privately owned under- 
taking. 


The main recommendations concern (a) the management 
of the Canadian National Railways, and (b) co-operation 
between the two railways. 

In place of the existing Board of Directors of the Canadian 
National, the Commissioners advise three trustees, to be 
appointed by the Governor in Council, and to have all 
the powers of the old Board. The chief operating officer 
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should be the president, appointed by, and responsible to, 
the trustees. The trustees would make an annual report 
to Parliament. They would control the annual budget 
and apply to Parliament, through the Treasury Board, for 
any money required. 

In order to enforce co-operation between the railways, 
the Commission advise placing a statutory obligation upon 
the railways to confer at regular intervals to arrange for the 
removal of wasteful competition or practices. for this 
purpose the Board of Trustees of the Canadian National 
and three directors of the Canadian Pacific should confer. 
In case of failure to agree, the case might be submitted to 
a new body to be called the Arbitral Tribunal, composed 
of the Chief Commissioner of the Board of Railway Com- 
missioners and one representative from each of the two 
railways. The scope of the Arbitral Tribunal is sketched : 
it may act either as a court of appeal from the conference 
of railway boards, or be invoked by either railway or the 
federal or provincial Governments. 

It is understood that legislation to carry the above pro- 
posals into effect will be introduced into Parliament, 
and it may be assumed that it will pass both houses. As 
to the wisdom of the proposed machinery it is not easy 
to give an opinion. Given the right trustees (and the 
Commissioners plead for them) and the right president, 
the internal management of the Canadian National might 
prove able to overcome some of the great difficulties it 
would of necessity have to face. But with such a small 
board much must depend on the choice of personnel. 
No one can well deny the need of co-operation, but the 
machinery suggested for this purpose is new and can only 
be proved in practice. 

On the whole the report has been well received. It is 
perhaps a good sign that some newspapers cry that the 
Canadian Pacific, and others that the Canadian National, is 
indanger. Some unfortunate, and apparently unnecessary, 
phrases have upset the more zealous champions of public 
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ownership ; but for the most part the Commission have 
steered well away from the dangerous ground of dispute 
over public and private ownership. That perennial con- 
troversy may have to be settled one way or the other in the 
future, but for the present there seems no alternative to the 
continuance of the two systems side by side. 


III. Tue St. Lawrence Waterway TREATY* 


N July 18 last, the St. Lawrence waterway treaty 

was signed at Washington on behalf of their respective 
countries by Major Herridge, Canadian Minister to the 
United States, and Mr. Stimson, the American Secretary 
of State. The agreement clears the way for the joint 
construction of a 27-foot channel for navigation from 
Montreal through the River St. Lawrence and the Great 
Lakes, and for the development of some five million horse- 
power of electrical energy in the river between Montreal 
and Lake Ontario, four million of which will be controlled 
by the provinces of Ontario and Quebec, and one million 
by the State of New York. If the treaty is ratified by the 
Senate of the United States (to which by common consent 
it is to be first submitted) and by the Canadian Parliament, 
there will be brought to a close a process of discussion, 
investigation and negotiation in both countries extending 
over a period of some thirteen years, and involving political 
and engineering problems of the most complex character. 
The treaty is worthy of study, if for no other reason, as an 
example of the possibilities of international co-operation 
in the handling of a work of great magnitude for the common 
benefit of both parties. From the constitutional point of 
view it has an interest as the negotiation was carried on 
directly between the two Governments, and especially 
through the agency of the Canadian Minister in Washington 


* See Tut Rounp Taste, No. 72, September, 1928, p. 832; No. 81, 
December, 1930, p. 172 ; and No. 85, December 1931, p. 159. 
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and the American Minister in Ottawa. This is the first 
treaty to be negotiated in this way. 

No information regarding the terms had reached the 
public, and it may safely be said that Canadian advocates 
of the waterway were agreeably surprised, since ample 
concession seems to have been made on every point that 
could be raised by even the most zealous guardian of 
Canadian rights. The apportionment of the cost of con- 
struction, the complete guarantee of Canadian sovereignty 
in Canadian territory, the recognition of Canada’s owner- 
ship and control over electrical power produced within the 
Canadian boundary, and the settlement of the vexed 
question of Chicago’s diversion of water from Lake Michi- 
gan through the Chicago drainage canal, were probably 
the vital points at issue, and on each of these Canadian 
interests have been fully protected. 

The treaty has specific reference only to the international 
section of the River St. Lawrence, i.¢., the stretch of 115 
miles, between Lake Ontario and the town of Cornwall, 
which is traversed by the international boundary line. 
Construction here is to be carried on in closest co-operation, 
and in part as a joint enterprise. The remaining portions 
of the 2,000-mile waterway are to be completed by the two 
countries independently : Canada is completing a 35-foot 
channel from Montreal to the gulf, and she declares her 
intention in the treaty of completing, by the time the work 
in the international section is done, the canals in the 
Lachine and Soulanges areas which lie immediately above 
Montreal, and the new Welland Canal. The Beauharnois 
Canal in the Soulanges section is under way and has been 
declared by order-in-council an integral part of the project, 
and the Welland Canal was formally opened on August 5 
last. Similarly, the United States undertakes to complete 
works which are necessary for the improvement of the 
channel throughout the Great Lakes system. The American 
Government has for years been engaged in this work, 
some of it on the Canadian side of the boundary. The 
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cost of works necessary for navigation and those necessary 
for both power and navigation is to be divided equally 
between the two countries, each receiving credit for 
expenditure already made. Expenditure on works neces- 
sary for power alone is to be provided for by the State or 
provincial Government controlling the water power in 
question. For work already done, the Dominion Govern- 
ment receives credit to the extent of $128,000,000, the 
most important item being the new Welland Canal. By 
an agreement with the province of Ontario, completed 
when the treaty was in its final stage, the Dominion Govern- 
ment is also to receive a sum of $67,202,500 as the share 
attributable to power in the works necessary for both power 
and navigation on the Canadian side of the boundary. 
The total result of such adjustments is that the Dominion 
Government is obligated to an expenditure of only 
$38,071,500 out of a total estimated expenditure of 
$543,000,000. 

The treaty has been framed with the greatest care to 
provide for co-operation in the construction of works in 
the international section, while at the same time retaining 
guarantees of the sovereign rights of each country within 
its own territory. Following the plan originally favoured 
by the Canadian consulting engineers, two dams are to be 
built in the international section, one at Crysler Island, 
giving a head of 25 feet of water, the other at Barnhart 
Island, giving a head of 60 feet. The side canal for naviga- 
tion at Crysler Island is to be on the Canadian side and is 
to be built, owned and operated by the Canadian Govern- 
ment; that at Barnhart Island is to be on the American 
side, built, owned and operated by the United States. 
The dams are to be built by the United States, but 
Article V contains a specific statement that construction 
of such works by one country in the territory of the other 
shall not confer proprietary rights or any claim to juris- 
diction, and that such works shall constitute a part of the 
territory of the country in which they are situated. Alter- 
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native canals may in future be built by either country 
on its own side of the boundary. Furthermore, it is specified 
that neither country can use more than half the water 
available for power in the international section, so that 
Canada’s right to her full share of power is amply 
protected. 

There can be little doubt that the treaty would have been 
unacceptable to Canadians in general had it not settled 
the question of Chicago’s diversion of water from Lake 
Michigan. It provides that, by the end of 1938, the diver- 
sion through the Drainage Canal must be reduced in accord- 
ance with the decision of the Supreme Court of the United 
States of April 21, 1930, to an annual average of 1,500 cubic 
feet per second, instead of the present average of over 
8,000 c.f.s. Incidentally, 1,500 c.f.s. will be sufficient 
for the projected 9-foot channel from Lake Michigan 
to the Mississippi. It is provided that future proposals 
for diversion from the Great Lakes System or the inter- 
national section of the river must be submitted to the 
International Joint Commission. It is worthy of note, also, 
that Lake Michigan, which lies wholly within the United 
States, is included specifically by the treaty as part of the 
Great Lakes System. ‘This is in contrast to the Boundary 
Waters Treaty of 1909, under which Lake Michigan was 
left outside the scope of the International Joint Commission. 

The treaty has aroused, so far, more of favourable than 
of adverse comment in both countries. This is, however, 
no guarantee of its ratification, and it will no doubt meet 
with powerful opposition both at Washington and Ottawa. 
In the United States it has been almost wholly out of 
politics during the presidential campaign. The platform 
of each party expressed formal approval of the waterway. 
Mr. Roosevelt, as Governor of New York, strongly advo- 
cated the development by New York of its share of power 
in the international section, which can only be brought 
about through the present, or some other, agreement with 
Canada. He has also made the judicious statement that 
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he believes that both the St. Lawrence route and its chief 
rival, the proposed ship channel through New York, from 
Lake Ontario to the Hudson River, will be needed in time. 
Mr. Hoover has been a consistent advocate of the St. 
Lawrence project, but it is unlikely that this will either 
make or lose many votes for him. Active preparations 
both to support and to oppose the treaty before the Senate 
are, however, already being made by interested parties. 
By some sections, which see in it no benefit to themselves, 
it will be opposed probably on the ground that it will cost 
too much, especially at such a time as the present, that it 
has conceded too much to Canada, and that the commercial 
advantages to be expected fromitareof little value. Powerful 
opposition may be expected from those interested in the 
Chicago diversion and in the route to the Hudson River. 
The president of the Buffalo Corn Exchange expressed the 
opinion, for example, that the eventual effect of the St. 
Lawrence waterway would be “ to make Buffalo a side port 
to the water commerce of the Great Lakes.” While the 
prospect seems to be in favour of ratification, it cannot be 
denied that the necessity of obtaining a two-thirds vote 
makes the outcome uncertain. 

The prospect of ratification is less uncertain in Canada 
than in the United States, although here, too, there is both 
indifference and open opposition. For the most part the 
Maritime Provinces, the Prairie Provinces, and British 
Columbia have displayed a lack of enthusiasm for the. 
project in spite of some exceptions to the general rule, 
such as the consistent support of the Manitoba Free Press. 
Premier Taschereau and his Government in Quebec 
have been unremitting in their declarations of opposition. 
Mr. Taschereau has repeatedly denounced the project 
and a possibility of a treaty with the United States as a 
menace to the commerce of Montreal, as an infringement of 
the constitutional rights of Quebec, as a threat to Canadian 
sovereignty, and as an unwise concession to American 
industrialists and power magnates who otherwise would be 
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forced to come to Quebec for cheap electricity. The Con- 
servative Montreal Gazette has most persistently upheld 
the same view, while the Montreal Harbour Commission 
has, on the other hand, strongly advocated the scheme as 
one that would greatly benefit the commerce of Canada’s 
leading port. 

In the light of such contradictory views the following 
expression of opinion by Premier Bennett with regard to 
the opposition to the treaty is of more than usual interest. 
It is quoted from his public statement to the press which 
accompanied the announcement of the terms of the treaty : 


In respect to such opposition, the Government has come reluc- 
tantly but inescapably to the conclusion that it was inspired solely 
by the fear that certain monopolistic and class privileges would there- 
by be injuriously affected. . . . The waterway is for the people of 
Canada. The water power incidentally developed is for the people 
of the provinces of Ontario and Quebec. And this Government will 
not tolerate interference by big interests and their allies with our 
sworn duty to the country as a whole. . . . Those who prefer their 
own welfare to their country’s may expect just that measure of 
consideration which their actions merit. Under our confederation 
no province can demand that the natural rights of another province 
shall be denied it. The province of Ontario is entitled to hydro- 
electric power at the lowest price at which it can be developed. 
The duty of the province of Quebec is not to deny this right to 
Ontario, but to see that its own people enjoy the same rights. 


This is a forthright statement, and there is no doubt, 
especially in view of Mr. Bennett’s support from Quebec 
in the House of Commons, that he has shown both courage 
and astuteness in the handling of the treaty and its attendant 
problems. He committed himself in the election of 1930 
to the completion of the waterway, and he has several 
times declared positively that the possibility that the New 
York ship canal might be built as an alternative made 
the deepening of the St. Lawrence a vital necessity for 
Canada. In the framing of the treaty the objections that 
Canada’s interests would be sacrificed have been avoided 
with great skill. An agreement satisfactory to both Ontario 
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and the Dominion Government with regard to the division 
of costs and control of power in the international section 
has been concluded, while at the same time the treaty does 
not touch directly on Quebec’s rights, and the way is thus 
left clear for a settlement later on with that province alone. 
Mr. Bennett has committed himself without qualification 
to support the treaty as essential to Canada’s development, 
as valuable to the Empire at large, and as an enduring 
proof of the friendship between the Dominion and her 
neighbour. 

The treaty is one of the most important ever made with 
respect to Canadian interests, and its direct negotiation 
by the Dominion is an illustration of the enlargement 
of Canada’s powers in respect of her external affairs. If 
and when the agreement comes before Parliament, Mr. 
Bennett’s determined support will, without doubt, be a 
powerful factor in its consideration, and its ratification no 
less than its negotiation will be a tribute to his influence. 


Canada. 
October 27, 1932. 





AUSTRALIA 


I. Tue Orrawa AGREEMENTS AND AUSTRALIAN TRADE 


F the three principal problems dealt with at the 

Ottawa Conference, namely, preferential trade arrange- 
ments, currency policy and imperial economic co-operation, 
the first has attracted by far the greatest attention in 
Australia. When the Prime Minister made his official 
statement on the Conference in the House of Represen- 
tatives on August 31, he dealt exclusively with the trade 
agreement entered into by the United Kingdom and 
Australia. The general attitude towards this agreement is 
perhaps well expressed in the Prime Minister’s words, 
when referring to the trade agreements as a whole: “ The 
basis of the agreements is so wide and so well conceived 
that upon them the Empire can be developed as an economic 
unit, while, at the same time, no part of it need sacrifice 
legitimate aspirations for the maintenance and the develop- 
ment, within its own borders, of all local industries for 
which there are sound economic prospects.” It is already 
apparent that opinion in Australia is by no means unanimous 
in support of this view, and as time affords an opportunity 
for a closer examination of the agreement, there is a school 
of thought which holds that the policy of protection has 
been to some extent modified by the Australian delegates 
at the Conference. Thus the Leader of the Opposition 
expressed himself in Parliament as “ feeling concerned 
that an agreement should have been entered into which 
would limit the freedom of this Parliament to legislate on 
tariff matters.” This view is being vigorously pressed by 
protectionist papers, and has been strengthened by the 
action of the Government in revoking the proclamation 
prohibiting the imports of the remaining 24 lines of goods 
out of the 78 prohibited by the Scullin Government. 
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Further, the Government, acting in accordance with the 
reports of the Tariff Board, has recently reduced duties in 
respect of 23 classes of goods. Though these reductions 
in the tariff are made in the national interest, they are 
opposed by manufacturing and labour interests. The 
difficulties of making reciprocal trade arrangements in- 
volving some reductions in the Australian tariff are thus 
already demonstrated, and will be but little modified by 
the fact that the Ottawa agreements give Australia greater 
preferences than were anticipated by the Australian 
delegation. 

The trade agreement with the British Government 
grants preferences on three classes of goods. In the first 
place it provides that the 10 per cent. preference in the 
British market shall be continued in respect of all Australian 
goods to which preference was extended under the British 
Import Duties Act, 1932. This applies to 53 items and 
the only modifications are in respect of eggs, poultry, 
butter and cheese, in which the margin of preference is 
increased. The right of free entry for all these items is 
guaranteed for three years. At the end of this period 
Great Britain may impose a duty, but undertakes to main- 
tain the margin of preference. In the second place, 
additional preferences are given to fruit and wine, which, 
with sugar, have long enjoyed a tariff preference. The 
principal Australian exports included in these two classes 
are butter, cheese, sugar, fruits, eggs, condensed milk and 
wine. There is a third class, comprising wheat, copper, 
lead and zinc, to which similar preferences are extended, 
conditional upon these commodities being offered for sale 
in the United Kingdom at prices not exceeding the world 
price. A special arrangement concerning meat is included 
in the agreement. According to the Prime Minister this 
is designed to raise the prices of all classes of meat “ to a 
level that will be payable to efficient producers in both the 
United Kingdom and the Dominions.” ‘The method to 
be adopted is the restriction according to a formula of the 
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imports of meat from foreign countries for a period of 
five years.* In this way it is hoped to give Australia, in 
common with other Dominions, an increasing proportion 
of the British import trade in meat and to raise the price 
at the same time—rather a double-headed economic penny. 

For the years 1926-27 to 1928-29 the commodities 
covered by this agreement amounted to approximately 
25 per cent. of Australia’s total exports. Owing to the 
expansion of the volume of wheat, sugar and butter exports, 
and the fall in the price of wool, the proportion for the last 
two years has been greater, being respectively 30 per cent. 
and 36 per cent. It is difficult, however, to measure the 
direct benefit of the agreement to Australia. A crude 
measurement might be based upon a Io per cent. improve- 
ment in the prices of the commodities so affected, and 
this would give a benefit of over £3 million to Australia. 
Such a measure, however, is quite misleading. In the first 
place, wheat, copper, lead and zinc, which are to be sold 
in the United Kingdom at world prices, account for more 
than half the exports to which preferences are extended. 
For these commodities the Prime Minister claims that this 
arrangement “ secures to Empire producers the advantage 
of an assured market for a large proportion of their output.” 
But all these commodities are exported from Empire 
countries in quantities in excess of the import demands 
of the United Kingdom. In these circumstances there 
cannot be an assured market for the whole supply, though 
metal producers confidently anticipate benefit from the 
shelter afforded them in the British market. Moreover, 
in the case of wheat it may be doubted whether the existing 
distribution of Australian exports could be profitably 
altered. Only one-third of our wheat went to the United 
Kingdom in 1931-32. Australia has been building up an 
extensive’market in the East. Last year Japan, India and 
China took no less than 43 per cent. of our total exports. 
With regard to the remaining commodities, it is true that 


* The arrangement is described in more detail on page 56. 
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the preference will result in a higher return for Dominion 
producers than for foreign producers. The exports of 
most of these commodities from Empire countries are in 
quantities too small to meet the import demands of the 
United Kingdom ; hence the tariff will tend to raise the 
price. If this rise in price amounts to the maximum of 
10 per cent. allowed by the preferences, the benefit to 
Australia at present will amount to about {1,250,000 per 
annum in Australian currency. Some critics are beginning 
to realise that it will be obtained at the expense of British 
consumers, whose purchases of all imports of these com- 
modities, whether from Empire or from foreign sources, 
will be made at a price approximately 10 per cent. above 
world parity. This imposes costs upon Great Britain, and 
these costs will in part be passed on to industry in the form 
of higher wages. Thus export industries from the United 
Kingdom will experience added costs of production and 
their development will to some extent be hampered by 
the arrangement. 

The meat proposal is in a class by itself. It involves a 
restriction of imports from foreign countries on a principle 
not hitherto attempted by Great Britain or any of the 
Dominions. It is indeed a marketing control system which, 
strangely enough, would not be favoured by Australia, or 
probably by any of the present Dominion Governments, if 
applied to commodities under her own control. Until the 
actual plan of restriction is disclosed it is not possible to 
make detailed comment upon the scheme. The arrange- 
ment may be regarded as the only practical method of 
raising meat prices for both United Kingdom and Dominion 
producers, but it cannot be effective at present without 
damage to the economic life of competing foreign producers 
and to their capacity to purchase British goods and pay 
their sterling debts. If the policy of restriction is success- 
ful it will throw upon these competing countries the main 
burden of losses caused by the over-supply of meat pro- 
ducts. Under the proposal less efficient industries in 
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Australia may subsist while more efficient industries in 
foreign countries are disorganised. ‘That this is an insecure 
foundation upon which to raise the prices of Empire meat 
products has been amply demonstrated by the experience 
of market controls in recent years. 

Australia for her part undertakes to maintain the exist- 
ing margin of preference to Great Britain and to increase 
the margin on those preferences which “ fall short of an 
agreed formula.” She further undertakes not to extend 
tariff protection to industries unless they can “ reasonably 
be assured of sound opportunities for success.” According 
to Article 10 of the agreement, the duties are not to reach 
a level that will prevent reasonable competition from the 
United Kingdom on the basis of the relative cost of economic 
and efficient production. A proviso to this condition, 
however, affords special consideration to industries not 
fully established. Of more importance is Article 11, which 
provides for a review of existing duties by the Tariff Board 
according to the principles enunciated in Article Io. 
Article 11 concludes as follows : “ After receipt of the report 
and recommendation of the Tariff Board, the Commonwealth 
Parliament shall be invited to vary, wherever necessary, 
the tariff on goods of United Kingdom origin in such 
manner as to give effect to such principles.” The Govern- 
ment undertakes that no new protective duties will be 
imposed, or existing duties increased on United Kingdom 
goods to an amount in excess of the recommendations of 
the Tariff Board. This gives the Tariff Board a more 
important place in tariff making than it has hitherto enjoyed, 
but the arrangement is consistent with the election 
promises and subsequent tariff policy of the present Govern- 
ment. Further, Australia undertakes to repeal as soon as 
practicable the prohibitions which have been imposed 
during the last two years, to abolish surcharges, and, when 
the financial position is favourable, to reduce or actually 
remove the primage duty. All the prohibitions have now 
been lifted and the primage duty on all commodities 
required in primary production has been removed. 
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In so far as the agreement helps to reduce the Australian 
tariff, it will undoubtedly have a beneficial economic effect. 
Hitherto, the margin of preference to Great Britain has 
been increased usually as a result of increased tariff duties 
against both Great Britain and foreign countries. If the 
principles of the agreement: are strictly adhered to, some 
duties against Great Britain should be reduced, and the 
Government will not have unlimited power to add to 
existing duties, or to impose new duties without investiga- 
tion by the Tariff Board. This clearly imposes a limitation 
upon Parliament’s power to deal with the tariff. That 
there are objections to giving such important powers to the 
Tariff Board is clearly discernible in current protests from 
protectionist quarters against the present tariff policy. 
Thus the Associated Chambers of Manufactures of Aus- 
tralia recently issued a statement criticising the Govern- 
ment for its latest tariff reductions. Included in the 
statement was the following reference to the Tariff Board : 
“To offer as justification for these and further threatened 
tariff reductions the explanation that they are in accordance 
with the Tariff Board’s recommendations is inadequate and 
unconvincing. There are considerations before Australia 
to-day which overshadow the routine value of itemised 
examinations undertaken by an advisory body to guide 
Governments in times of normal prosperity.” Clearly 
the path of a Government which attempts to tamper with 
the so-called national policy of protection is thorny, and the 
Ottawa agreement will have to run the gauntlet of severe 
and organised propaganda both within Parliament and 
without. It is, however, in the spirit of the agreement that 
duties should be lowered. 

The benefits to be derived from the preferences in the 
British market cannot yet be fully ascertained, but there is 
little doubt that they will be much less than is currently 
supposed. In the past two years there has been a remark- 
able expansion of the volume of Australian exports, which 
were 25 per'cent. more in 1931-32 than the average of the 
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three years 1926-27 to 1928-29. Good seasons are partly 
responsible for this increase, which has been noticeable in 
some of the commodities included in the preferential 
arrangements. But solid effort on the part of the producers, 
lower costs and the rapid increase in the areas devoted to 
certain industries, notably wheat in Western Australia, sugar 
in Queensland and meat and dairying in Victoria and New 
South Wales, have all contributed substantially to expand 
exports. Thus the volume of wheat exports increased by 
83 per cent., butter by 116 per cent., mutton and lamb 
by 120 per cent., sugar by 105 per cent., and fresh fruits by 
78 per cent. With the exception of wheat, a very high 
proportion of the exports of these goods goes to the United 
Kingdom. Preference will no doubt assist in maintaining 
the high volume of exports, but in all these Australian 
exports there is active competition from efficient foreign 
producers who will be stimulated to cut their costs in order 
to overcome the competitive advantage of Australian 
producers. The net effect will be to reduce the advantage 
to these producers partly on account of the lower costs of 


foreign producers, and partly on account of higher costs of 
British exports purchased by Dominion producers. On 
close analysis the benefits of the preferences obtained at 
Ottawa are seen as a diminishing quantity. Their ultimate 
effects upon Empire and world trade may prove to be very 
different from what their sponsors are now claiming for them. 


II. GoveRNMENT FinaNcE AND BANKING Poticy 


HE complexion of the Premiers’ Conference, which 

met in Canberra on June 28 to review the progress 

made under the Premiers’ Plan of a year ago, reflected the 
change effected by the four elections which have occurred 
since that date. The Federal Labour Government and 
the State Labour Governments of Victoria and New 
South Wales had made way respectively for the United 
Australia party Governments of Mr. Lyons, Sir Stanley 
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Argyle and Mr. Stevens, while the United Australia party 
Government of Mr. Moore in Queensland had yielded place 
to the Labour Government of Mr. Forgan Smith. The 
primary object of the Premiers’ Plan was that government 
deficits should be progressively reduced so as to reacha 
real balance between revenue and expenditure by the end 
of the financial year 1933-34. The maximum deficit 
allowed under the Plan was £16 million for 1931-32, 
reduced after the Hoover moratorium to {£12,660,000. 
Figures of the estimated deficits, which showed that this 
part of the Plan was not being observed, had been sub- 
mitted by some of the States* to the previous conference 
in January, 1932, and the later figures in June confirmed 
this. The estimates of the budget deficits for 1931-32 
were as follows :— 


Before adjustment After 
June, 1931. adjustment. June, 1932. 


New South Wales 
Victoria 
Queensland 
South Australia 
Western Australia 


11,510,000 
3,060,000 
1,630,000 
2,400,000 
1,860,000 


5,910,000 
1,610,000 

760,000 
1,500,000 
1,560,000 


10,750,000 
1,700,000 
2,050,000 
1,300,000 
1,560,000 


Tasmania 


Commonwealth 


Aggregates 


220,000 


170,000 


250,000 





20,680,000 
20,400,000 


11,510,000 
1,150,000 


17,610,000 
71,220,000 





41,080,000 
t Surplus. 


12,660,000 


16,390,000 


It will be seen from the figures that the chief offenders 


were New South Wales and Queensland ; South Australia’s 
performance was better than her promise. The Common- 
wealth Government had managed, mainly by the aid of 
abnormal collections of income tax, to convert its estimated 
deficit of {1,150,000 into a surplus of £1,220,000. 


{n putting these figures before the Conference the Prime 


* See Tut Rounp Taste, No. 87, June 1932, pp. 633-34. 
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Minister emphasised the necessity for further efforts to 
achieve their object of balanced budgets. For 1932-33 
the Premiers’ Plan contemplated a maximum deficit of 
some {7 million for the States and the Commonwealth 
together, but the estimates presented by the Treasury 
officers forecast a total deficit of £20,338,000, made up as 
follows :— 


£ 


Commonwealth .. 3,500,000 South Australia.. 1,770,000 
New South Wales .. 9,548,000 Western Australia 1,360,000 
Victoria .. .. 1,950,000 ‘Tasmania .. -. 160,000 
Queensland .. 2,050,000* 

* Estimated for 1931-32. No estimate for 1932-33 is available. 


The immediate problems before the Conference were, 
first, to bring the deficits into conformity with the Pre- 
miers’ Plan, and next to finance them. The Common- 
wealth Government at once gave a lead to the States by 
proposing to balance its budget in 1932-33 without any 
further encroachment on the field of taxation or any 
assistance from the Commonwealth Bank. This self- 
denying ordinance contemplated using the surplus from 
1931-32, and further savings “involving the most drastic 
economies in administration,” for this purpose. The 
problem of financing the deficit was bound up with that of 
providing loan monies for public works for the relief of 
unemployment. Mr. Lyons communicated to the Con- 
ference a letter from the chairman of the Commonwealth 
Bank which indicated that the Bank was anxious to limit 
its provision towards the cost of meeting deficits to a sum 
of not more than {7 million. This would not even meet 
the deficit of {20 million, and the Bank was ominously 
silent on the question of further loan funds for dealing with 
unemployment. 

The discussion at the Conference indicated the willing- 
ness of all the Premiers to revise their estimated deficits 
and to adhere to the principle of progressively balancing 
budgets, but it was clear that they considered it impossible 
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to keep within a limit of £7 million for 1932-33. More- 
over, it was strongly urged by Mr. Stevens and Mr. Forgan 
Smith that the budgetary problem should be treated as only 
one aspect of the larger question of restoring employment, 
even if it meant widening the scope of the original Plan. 
It was decided to adjourn the Conference for a few days to 
allow the Premiers time to revise their estimates and to 
prepare for a discussion on the general problem of the 
relief of unemployment. Before the Conference adjourned, 
however, the following resolution ‘was unanimously agreed 
to :— 

That this Conference affirms its adherence to the principles of the 
Premiers’ Plan of 1931, and undertakes to meet interest obligations, 
to continue progressively to reduce budget deficits and to conduct 
public policy with a view to reviving industry so as to restore normal 
employment to those of our citizens who have neither work nor 
wages. 

When the Conference met again at Sydney on July 4 
its deliberations were for the most part conducted in secret, 
and a great deal of time was occupied in negotiating with 
the Commonwealth Bank Board. The general discussion on 
industrial reconstruction was held over for a later con- 
ference and the Premiers applied their entire energies to 
considering how deficits and unemployment relief were to 
be financed. After consultation with the Commonwealth 
Bank the Premiers agreed to scale down the total deficits 
from {20 million to {9 million, but asked the Board to 
provide not merely the latter sum but an additional 
£8 million for unemployment relief works and other 
purposes. The Bank Board agreed to advance about 
£11 million in new money for deficits, trusts and special 
accounts, and to allow unexpended balances from 1931-32, 
amounting to approximately {6 million, to be used, but 
they refused to grant any accommodation for loan works. 
The Premiers then agreed to a plan for unemployment 
relief involving an expenditure of {15 million over a period 
of three years, beginning with a loan of £7 million in 


1932-33. It was proposed that these loans should carry 
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special sinking funds and that the proceeds of special 
taxation for unemployment should be applied to their 
service. It was not possible to provide funds at once for 
this programme, and the method by which they were to 
be found was left undetermined. 

These financial arrangements mean that far from restrict- 
ing the Australian Governments to a modest figure of 
£7 million, the Commonwealth Bank is prepared to supply 
a total of {11 million in new money for the year 1932-33, 
and £6 million in unexpended balances. This is not the 
first time in the last two or three years that the Common- 
wealth Bank has issued an ultimatum setting limits to the 
accommodation it is prepared to give to the Governments, 
and then has relented. The Bank, no doubt, is still care- 
fully feeling its way in the exercise of its powers as a central 
bank, ever mindful of its obligations as custodian of the 
currency and guardian of the portals of sound finance. The 
Bank has become possessed of large powers as controller 
of the note issue, sole arbiter of the exchange rate and 
manager of the Australian price level in the absence of the 
restrictions of the gold standard, before it has had time to 
acquire the confidence born of practical experience and 
knowledge of technique. How far its handling of the 
financial position in co-operation with the trading banks in 
the last two or three years has been due to consciously 
directed policy, it is difficult to say, but that the results 
have saved Australia from disaster is not open to question. 
Moreover, the Commonwealth Bank Board’s warnings that 
there are limits to the process by which a central bank can 
finance deficits and loans for such purposes as unemploy- 
ment relief have undoubtedly been one of the chief means 
of bringing home to Australian Governments the danger of 
unbalanced budgets. 

The Australian banking system has indeed shown 
exceptional powers of resistance to the disturbing elements 
of the present depression. The contrast with the state 
of things during the crisis in the ‘nineties is nowhere 

201 





Australia 


more strikingly manifest than in this respect. Whereas 
at that time most of the banks failed and the few survivors 
were severely shaken, it is noteworthy to-day that the 
Australian banks, with only two exceptions, have in the 
present crisis continued to carry on business with open 
doors. One recently established bank of comparatively 
little importance, judged either by the test of capital or 
of business, had to close its doors, and is at present in 
liquidation. The other exception is the Government 
Savings Bank of New South Wales, which was forced 
temporarily, through political as well as financial causes, 
to suspend payment. In that case, however, arrangements 
were made for the bank to reopen, and it was later absorbed 
by the Savings Bank Department of the Commonwealth 
Bank. 

It is no mean achievement that the banks have success- 
fully mobilised their resources to meet overseas obligations, 
financed government deficits and loan expenditure in such 
a way as to sustain the local price level and mitigate the 
severity of the depression, and maintained financial 
stability and confidence in the currency in the face of great 
difficulties, thereby producing the conditions necessary 
to enable the country to take advantage of any improvement 
in world conditions. The Commonwealth Bank has 
provided a solid basis for the banking system of Australia, 
and the trading banks have, on the whole, worked with it 
harmoniously and in such a way as to strengthen the whole 
structure and guard us against the worst evils of progressive 
deflation. 

When export prices fell heavily and overseas long-term 
borrowing ceased, the problem arose of how to provide 
funds abroad to meet public interest and other obligations 
amounting annually to about {£26 million sterling. In 
the end the problem was solved by an unprecedented 
change in Australia’s balance of trade. Measured in gold 
prices, exports fell in 1931-32 from a yearly average before 
the depression of £147 million to £64 million, but imports 
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were still more drastically reduced, falling from £150 million 
to £36 million. This remarkable adjustment enabled 
Australia as a debtor country to honour her overseas obliga- 
tions, but the method adopted illustrates the dilemma which 
falling prices forces upon a debtor country, particularly 
on one which is largely dependent for its prosperity upon 
exports. A curtailment of imports into Australia is 
necessary to supply funds for the payment of overseas 
interest; but at the same time it reduces the power of 
Australia’s overseas customers to buy Australian exports. 
While, however, this change was taking place, the Australian 
banking system provided the necessary funds to meet 
interest payments. The gold standard was abandoned in 
1929, the gold reserve was mobilised, and the export of 
gold from Australia between 1929 and 1931 amounted to 
nearly {40 million. In addition to this, the Common- 
wealth Government found it necessary to raise short-term 
loans in London to the amount of £37,575,000. About 
£20 million of this was raised from British banks and the 
British public, but in the last two years all but £4,500,000 
has been absorbed by the Commonwealth Bank and the 
Australian trading banks, with the result that, while 
Australia has met all her external obligations in full, the 
Commonwealth Bank has provided Australian Govern- 
ments with £30 million in London. 

When, as early as 1929-30, the budget deficits amounted 
to serious proportions, and the increasing army of un- 
employed was straining the ordinary government resources, 
the Australian banks, headed by the Commonwealth 
Bank, came to the rescue and provided funds by way of 
loan for both purposes. ‘The method used was the issue of 
4 per cent. Treasury bills discountable at the Common- 
wealth Bank. The extent to which advantage was taken 
of this device may be seen from the fact that the total 
of Treasury bills rose from £3 million in December, 1929, 
to £45 million last June. These funds have come mainly 
from the repayment to trading banks of advances to private 
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borrowers, but in part also from the expansion of central 
bank credit by the Commonwealth Bank. The cash 
holdings of the trading banks since the mobilisation of the 
gold reserve no longer include much coin and bullion, but 
are mainly represented by Australian notes. ‘Through the 
method of Treasury Bill finance, however, the balances 
due to trading banks by the Commonwealth Bank have 
largely increased. Moreover, the note issue grew larger 
by some 20 per cent. in the years 1929-31, and since then 
has remained fairly steady. In these circumstances the 
trading banks have been able to maintain their advances at 
a higher level than would otherwise have been the case. 

The exchange policy pursued by the Commonwealth Bank 
hasalso been animportant factor in the situation. The depar- 
ture of Australia from gold was followed by a depreciation 
of the Australian pound in terms of sterling of some 8} per 
cent. In the early part of 1931 this depreciation increased 
to 30 per cent., and the rate was maintained steadily at 
that figure until December 1931, when it was reduced to 
25 per cent., where it has stayed ever since. This deprecia- 
tion served to arrest the deterioration in the position of 
the export industries, because the price of Australian 
exports in terms of Australian pounds rose, while the cost 
expressed in the same money felt the effect much more 
slowly. Exchange policy, therefore, has helped to sustain 
production for export and given a breathing space for the 
necessary adjustment of costs to a falling price level. 
In general, it has prevented Australian price levels from 
being dragged down with every fall in gold prices. At 
present, the question as to whether the exchange rate 
should be manipulated in such a way as to give still further 
relief to our export industries has become the subject of 
acute political controversy, but there is no doubt that the 
alteration in the rate to 30 per cent. depreciation saved 
those industries from destruction. 

Banking policy in Australia during the depression has 
been distinguished by a liberal spirit in the matter of 
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credit expansion, yet the banking position, as shown in the 
table appended to this article, has remained strong. 

Current deposits in the trading banks naturally fell as 
business declined, but the total of deposits has shown no 
serious falling off. ‘This is due to the movement in fixed 
deposits, which increased from 1928 to 1929, maintained 
their level during 1930 and 1931, and increased again in the 
first quarter of 1932. The proportion of cash to total 
deposits, which averaged about 19 per cent. in the years 
1926-28, steadily fell during 1929 and 1930, reaching its 
lowest point of 13-6 per cent. in the third quarter of 1930, 
and then recovering to its present figure of 18 per cent. 
Advances to private customers have fallen rapidly since 
December, 1929, but their place has been largely taken by 
advances to Governments. The result is that advances 
increased between 1928 and 1929, began to fall during the 
latter part of 1930, and by the first quarter of 1932 were 
back to about the figure of 1928. Under the Premiers’ 
Plan, it was contemplated that the banks should volun- 
tarily reduce by 1 per cent. the interest rates both on 
deposits and advances. Naturally the process took time, 
because the banks were not willing to vary existing con- 
tracts in such cases as fixed deposits, and reductions of 
interest on deposits conditioned reductions of interest on 
advances. No exact figures are available, but it appears 
that the reduction on new deposits is greater than I per 
cent., while in the case of advances the banks publicly 
stated that they had effected an average reduction of 
I per cent. as from October 1931, and current indications 
are that there are further reductions in prospect. The 
level of interest has been brought into accord with the 
return on government securities. ‘This return fell as these 
securities gradually moved back towards par, for example, 
the 4 per cent. (1938) converted stock, which was quoted 
immediately after the conversion last year at £83, is to- 
day quoted at about f100. This fall in interest provides 
one of the necessary conditions for recovery. 
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Methods of finance of this kind, the aim of which is to 
expand credit and sustain the price level, are inflationary 
in nature, and there is an obvious danger, especially ‘if 
there is no reasonable prospect of balancing budgets, 
that they may lead to a rapid and uncontrolled rise in 
prices. So far, however, the process has been kept well 
under control, and no doubt the financial accommodation 
recently granted by the Commonwealth Bank to the 
Australian Governments will be similarly safeguarded. 
The Australian wholesale price-level of the past two years 
has been more stable than that of either England or the 
United States. Australian financial policy has not raised 
the price level, but it has impeded its fall; the necessary 
adjustment of costs to falling prices in Australia may be 
described as deflation offset by inflation. 


Australia, 
September 29, 1932. 


APPENDIX. 


AUSTRALIAN TRADING BANKS. 


, 
Notes and 
Cash at Pro- Pro- 
the Pro- portion portion of 
Common- portion of Cash Govern- Advances 
March wealth Current Fixed of Fixed to Total ment of 
Quarter. Bank. Deposits. Deposits. to total. Deposits. Advances.Securities. Deposits. 
{m. £m. £m. m. Per cent. {m f{m. Per cent. 
1928 .. -» 55°75 112°84 164°38 ° 20°11 224°29 23°32 80°91 
1929 .. os ° 113°13 175°88 , 19°17 ©. 24038 23°11 83°24 
1930 .. os x 96°8r 177°61 15°47 250°28 21-12 91-20 
193 .. ee i 83°81 179°20 i 18-58 247°07 21°87 93°94 
1932 .. oo =" 92°25 IQI‘25 x 18°74 228-21 40°0 80°49 





SOUTHERN AFRICA 


I. Sourn West Arrica 


HE Mandated Territory of South West Africa has been 

severely hit by current economic conditions. It is a 
large pastoral country in which there is a certain amount of 
mining. The main activities, however, diamonds and 
copper, have closed down; the other mines, producing 
vanadium and tin, operate on a relatively small scale, and 
consequently the territory is forced to depend solely on its 
pastoral industry, which, of course, is suffering from the 
universal fall in prices. Consequently the Administration 
has had to cut its coat according to its cloth, and the cloth 
is such that the coat has become a strait jacket to the in- 
tense irritation of the people who have to wear it. The 
normal course of blaming the government for all troubles 
cannot lead to a change of government, as the Territory 
has not been entrusted with responsible government. 
A number of public meetings have, however, passed votes 
of no confidence in the Administrator and in the Legislative 
Assembly. There are also various movements to bring 
about constitutional reforms. 

It cannot be denied that ill-considered expenditure in 
times of prosperity and too extravagant a framework of 
government have put the Territory into a desperate financial 
position, and at the same time bound it to the Union by a 
heavy burden of debt. Until 1930 the ordinary revenue 
always exceeded the ordinary expenditure. The surpluses 
were devoted to capital expenditure, for the most part in 
aid of land settlement, which was of a remunerative nature. 
This excellent scheme was not maintained. In 1927 the 
first loan for capital expenditure was made by the Union 
Government, and since then loans have become an annual 
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affair. In 1930, when the expenditure failed to balance 
the revenue for the first time, the deficit was met by 
another loan from the Union, at the same time the loan on 
capital account was doubled. In 1931 there were similar 
loans, but in the current year, although the estimates again 
show a big deficit, capital expenditure has been drastically 
curtailed to what is needed for the relief of distress. As 
a result of this policy of loans the Territory will at the 
end of the year be indebted to the Union in an amount of 
over {2 million, much of which represents wholly un- 
remunerative administrative deficits. The cost of interest 
and redemption on this debt amounts to £138,000, or well 
over a quarter of the estimated revenue. A large propor- 
tion of the debt is nominally remunerative, as it has been 
expended in advances to settlers, repayable over a term of 
years, and to the Land Bank for loans on mortgage; the 
Land Bank accounts for 1931, however, show that the 
arrears of interest due amounted to eight times as much as 
the interest received. 

In one respect the Territory is fortunate. Under the 
German régime nearly all the revenue was obtained from 
mining taxation. Warned, however, by the post-war 
slump, the Administration tried to put the revenue on a 
more stable basis, most of the taxes levied in the Union 
were introduced and customs and excise became the main 
prop of the revenue. A persistent policy of land settlement 
has substantially increased the white population, and with 
it the revenue from sources independent of mining. But 
for this change in policy the present slump would have 
left the Territory with practically no revenue. As it is, 
it has declined by more than 40 per cent. since 1930, a 
decline which has been met by a drastic cutting down of 
establishment charges and civil servants’ pay, and were it 
not for the burden of loan charges, which are considerably 
in excess of the estimated deficit, these economies would 
have sufficed to balance the budget. 

As regards the constitutional position, the Union 
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Government has always taken up the attitude that it 
expects the Mandated Territory eventually to be incor- 
porated in the Union as a fifth province, and this is the 
general view in the Union. It is, of course, recognised 
that such an incorporation cannot take place without the 
consent of the people of the Territory, and in order to give 
a voice to the people and make the change easier, the South 
West Africa Constitution Act has set up a system of 
government which approximates very closely to the 
provincial system of the Union. Theoretically the legis- 
lature has wide powers, but in fact these powers may not 
be used in nearly all matters affecting government and 
administration without the consent of the Union. The 
chief executive officer, the Administrator, is appointed 
by the Union Government and independent of the local 
legislature. Loans may be obtained only from the Union 
and not in the open market. 

Local sentiment in the Territory, however, instead of 
tending to welcome assimilation, tends to go the opposite 
way. Criticism of government, natural in times of de- 
pression, means criticism of the Union Government, and the 
opposition to incorporation is strong. The Constitution 
Act provides for the grant of extended powers to the local 
legislature in respect of control over the police, education, 
aviation, the Land Bank, and sales of public lands. These 
extended powers may be granted on a request based on a 
two-thirds vote by the legislature. Last session such a 
request was duly voted and a deputation interviewed the 
Prime Minister of the Union, who said that he saw no 
objection to the grant of these powers. He further 
promised to amend the Constitution Act by making 
German a third official language, and by facilitating the 
naturalisation of German settlers. He also agreed to 
appoint a joint commission to investigate the differences 
of opinion over administration matters, customs duties, 
and railway tariffs. None of these things have yet been 
done. 
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One of the chief grievances arises in connection with 
customs and railway tariffs. The Territory is in the South 
African customs union, the tariff for which is fixed by the 
Union Parliament for the encouragement of Union manu- 
facturers. The railway tariff is similarly arranged, South 
African products being carried at cheaper rates than im- 
ported goods. The inhabitants of South West Africa, who 
are all primary producers, resent these tariffs. They say 
that they are obliged to pay exorbitant prices for Union 
products and get nothing in return. As an example, it is 
asserted that at Swakopmund Natal sugar must be 
bought at approximately 25s. per cwt., although sugar could 
be imported from overseas at 9s. 6d. Similarly wheat 
imported from the Union costs 22s. 6d. a bag plus railway 
rates, while Australian wheat passes to all West African 
ports on its way to England at a price of less than Ios. a 
bag. It is contended that if the Territory were outside 
the customs union it could by a moderate duty raise all the 
revenue necessary to balance its budget, and at the same 
time reduce the cost of living in the Territory. Such a 
course would, of course, close South African markets to 
the produce of the Territory, but it is said that existing 
prices and railway rates in any case practically preclude the 
export of slaughter stock to Union markets, and that the 
Territory could more profitably develop the existing over- 
seas export of chilled meat. 

It is difficult to judge of the merits of this contention 
on the official trade figures, as if the Territory were to leave 
the customs union a general dislocation of trade would 
ensue ; but prima facie a community of primary producers 
does not require the same tariff for revenue purposes as a 
country of incipient manufacturers, especially when all 
prices are necessarily increased by a long railway haul. 

Those who advocate separation from the Union are in 
favour of an understanding with the Bechuanaland Pro- 
tectorate and Southern Rhodesia. A railway across the 
Kalahari to link up the Territory with the Rhodesian 
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system has already been roughly surveyed, and is estimated 
to cost {2 million. To Rhodesia such a railway would give 
an alternative port, and to Bechuanaland a much needed 
means of internal communication. It is, however, ex- 
tremely doubtful whether such a railway would at first 
even pay its running expenses, though it would open up 
large stretches of Bechuanaland to ranching, and introduce 
an element of competition into railway rates in Rhodesia, 
besides improving the strategic position of that landlocked 
country. 


II. Tue Situation 1n SourHERN RuHopEsIA. 


The Country and Its People 


WO months ago Southern Rhodesia had, for reasons 
which will be referred to later, settled down into a 
condition of despondency unparalleled in the forty odd 
years of slumps and booms since her inclusion in the 
Empire. Even now there are parts of the country—par- 


ticularly those in which no tobacco is grown—to which no 
ray of light seems yet to have penetrated. Nevertheless, 
in the rest of the Colony, a cautious optimism quite 
unlike the usual cheerful, happy-go-lucky reaction of the 
Rhodesian to good news, has set in. Though this has not 
resulted in a great deal of spending, except in the drapery 
stores, and though sundowner parties are still sadly on the 
decline, the brighter outlook is a factor on the right side. 
Others are the result of the Ottawa Conference and 
the probability that the restrictions (due to a recent 
outbreak of foot-and-mouth disease) on the export of cattle 
will shortly be lifted. As to the former, Lord Snowden’s 
warnings may yet prove to be right ; as to the latter, there 
is no certainty. Other causes of the depression, moreover, 
still exist to counteract the increased profit that is being 
made from the sale of gold from the mines since Great 
Britain left the gold standard, for example, the loss of the 
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chrome and asbestos markets. There is therefore no 
justification for any very boisterous optimism. No one 
seems certain that any of the signs of better times are 
reliable. 

At the 1931 census Southern Rhodesia’s European 
population was 49,910—an increase as compared with the 
1926 figure of 27-41 per cent. The native population, 
which is not accurately enumerated, was about 1,000,000 
in 193I—an increase of 17 per cent. since 1926. This 
increase is partly accounted for by the growing influx of 
African labourers from Northern Rhodesia, Nyasaland and 
Portuguese East Africa. During the period 1926-31 
20,106 Europeans came into the country and 12,685 emi- — 
grated ; the natural increase was 3,315. The birth-rate 
per thousand of the European population in 1930 was 
24:2, which is only surpassed among the important coun- 
tries of the Empire by that of the Union of South Africa 
with a figure of 26-2. It is much higher than that of Eng- 
land and Wales, which is 16-3. In 1929 the death-rate per 
thousand children under one year was 56, or the fifth lowest 
infantile mortality rate in the world—New Zealand’s was 
34, while for England and Wales the rate was 74, and for 
the Union of South Africa, 64. In 1926 there were 526 
unemployed Europeans enumerated ; at the beginning of 
1932 this figure had been multiplied by five. 

These statistics supply a starting point for a study of 
the country’s present position. Nearly all the Europeans 
are settled on the high plateaux which cover more than 
half the country, and the low infantile mortality rate is 
a fair indication that the soil is suitable for a European 
colony in the modern sense of the word. This at once 
differentiates Southern Rhodesia from Northern Rhodesia 
and the rest of British tropical Africa in the north, the 
larger part of which has a climate adverse to the per- 
manent settlement of Europeans. On the other hand, 
there are large tracts of hot, low-lying country in Southern 
Rhodesia which are suitable only for native occupation, 
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and distinguish the Colony from the Union of South Africa, 
which is practically all either subtropical or temperate, 
while another important difference is the high proportion 
of natives to Europeans in the population—roughly 20 to 1, 
as compared with 3 to 1 in the Union. These facts, com- 
bined with others, put Southern Rhodesia in a position 
unique in Africa and witness to problems peculiar to herself 
in the all-important region of native policy and its con- 
comitant economic development. 

The increase in unemployment and the small proportion 
of immigrants absorbed in recent years have led to a search 
for causes, apart from world-wide economic disturbance. 
Some pessimistic observers have arrived at the view that 
the Colony has reached, or nearly reached, its limit as 
regards the absorption of immigrants, and the “ natural 
increase ” in its population. A more cheerful attitude is 
adopted by those who recognise other factors in the 
situation and entertain hopes that it may be possible for 
the country to support a million Europeans in the not too 
distant future. Certainly, if a country like Cuba could 
actually take advantage of the world depression to improve 
its trade balance, by developing its production of commodi- 
ties for internal consumption, there does not appear, on 
the face of it, to be any reason why Southern Rhodesia, 
with her greater variety of products and less enervating 
climate, should not have used her still undeveloped 
potential wealth in a similar self-discipline any way instead 
of continuing to import scores of commodities which can 
be locally produced. For example, eggs produced locally 
are at the present time so plentiful that the farmer gets 
only gd. a dozen for them, at which price egg-selling is not 
a business proposition ; yet last year we imported, from 
the Union alone, eggs to the value of £10,249, and at the 
same time exported some of our own surplus eggs, chiefly 
to Northern Rhodesia. 
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The Native Question 


It is a far cry from eggs to fully fledged natives, yet 
there is no escape from the colour problem. Any attempt 
to describe present conditions without taking it into con- 
sideration would be futile, though its intricacies have 
frightened many a writer from adding another line to the 
mass of literature which already exists on the subject. 
In Southern Rhodesia, however, there is, at least, one 
encouraging fact. Local native policy is probably the best 
in Africa. Even Lord Olivier, that ardent champion of 
the ideal of Africa for the Africans, seems to admit that 
the natives are not so badly misruled here as in other parts 
of the continent. The policy of the B.S.A.* Company, 
which set aside native reserves, was followed up and im- 
proved upon by the present Government, which took over 
from the Company in 1923. Large native reserves “ vested 
in the High Commissioner ” are scattered throughout the 
Colony. In them the basic fabric of native life persists 
as it was before the coming of the white man. In addition 
to the reserves, areas have been set aside for native purchase, 
and the wealthier natives are losing no time in learning 
the pleasure of land-ownership, after the primitive com- 
munal tenure of the reserve. Socialist feeling in the 
country is not strong enough to have raised seriously the 
question of whether or not this is a retrograde step. Other 
areas have been set aside for non-native occupation and for 
afforestation. ‘There is also a huge “ Unassigned Area ” 
and a comparatively small “ Undetermined Area.” ‘The 
former is sufficiently described by its name. In the latter 
natives or others may acquire land, but acquisition by a 
native automatically places his land for all time in the 
Native Area, and a European cannot thereafter acquire it. 

The above is the result, in the main, of the Land 
Apportionment Act, which came into force on October 3, 
* British South Africa Company. 
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1930, and was based upon the report of the Morris-Carter 
Commission. It was stoutly opposed by the Labour 
party, a very small body, chiefly on the ground that it did 
not go far enough towards that rather mysterious goal, 
segregation. The Rhodesian party deserves the credit for 
the appointment of the Commission and the passing of 
the Act referred to, and also for keeping native affairs out 
of party controversy as far as possible. 

The areas of the various classes of land referred to 
amount to a total of 96} million acres, made up as follows :— 


Acres. Acres. 
Native Reserves 21,594,957 EuropeanArea .. 48,694,697 
Native Purchase Undetermined Area 88,540 
Area .. $s 7,464,566 Forest Area % 590,500 
Unassigned Area 17,793,300 


Native Reserves, plus the Native Purchase Area, plus 
the Unassigned Area, plus half the Undetermined Area 
give only about 4o per cent. of the total area as the maxi- 
mum that is likely to be put aside for the natives, who 
form 95 per cent. of the population. Since, however, the 
total area is roughly three times that of England and Wales 
and, judged by European standards, is moderately rich 
from an agricultural point of view, and highly mineralised 
in some parts, the density of the population is still very 
low. Moreover, the native can come into the white area 
to work, while the whites are debarred from entering the 
reserves without special permission from the authorities. 
This permission is rarely granted, and then only when it is 
clear that entry would be for the advantage of the natives. 
Local urban authorities also are empowered to set aside 
areas for native locations from which whites are excluded. 
The net result is that the natives are well catered for in the 
matter of land. The good work that is being done under 
the guidance of the missionaries and the Native Develop- 
ment Department is manifest in better hygiene and better 
agricultural methods, so that land occupied by natives is 
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increasing in productive value, while that set aside for 
future native occupation can be expected to prove more than 
sufficient for a very long time to come. That there is 
nothing to cause an overflow at the present time is proved 
by the fact that no happier peasantry in the world can be 
found than that of Southern Rhodesia, and that every year 
about 60,000 natives from adjoining territories find em- 
ployment here without causing any economic discomfort 
to the local natives. 

While, however, these enlightened principles of land 
allocation have made the position of the native ever so 
much better than that of his neighbour in the Union of 
South Africa, who, in most parts, was neglected too long, 
and probably also better than that of his neighbour in the 
north, who comes into contact with more rudimentary 
examples of European social organisation, it would be 
foolish to imagine that the whole colour problem is solved, 
or that it can be left to solve itself. One new development 
is that certain very real economic dangers to the white 
inhabitants are following in the train of the laudable 
anxiety to improve the social condition of the natives dis- 
played during the last few years. 

It must first be explained that the whites are not here 
as administrators only, as in the West African Colonies. 
They are colonists who are here for good, and must main- 
tain without much outside support their own high standards 
of native rule. They cannot be periodically replaced from 
overseas by the Colonial Office, as are the white officials in 
British West Africa. The natives have been lifted only 
a little way out of barbarism—which is a very sordid and 
unhappy condition, particularly for the womenfolk. The 
worst thing that could happen, from their point of view, 
would be for the white inhabitants to leave the country 
or to sink in the social scale so as to be incapable of wisely 
guiding them till they can guide themselves. 

Two examples only of how the white man’s position 
is being jeopardised by the present policy of laissez-faire 
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will be given here. Nearly all the white man’s manual 
labour is performed for him by the black man. I need 
not follow up the general implication of this statement 
with examples from the later Roman Empire. Take one 
result alone. In the secondary industries, which are 
struggling into being in the European towns, there is 
no room for the white apprentice. Without apprenticeship 
there can be no skill in a country too small to afford voca- 
tional schools. This is one of the causes of white unem- 
ployment. There is no black unemployment problem. 
The other interesting example is provided by the steady 
decline in recent years of the numbers of cattle owned by 
Europeans, concurrently with an enormous increase in 
native owned stock. 

From the economic standpoint it is all a question of 
relative standards of living. The pace of native develop- 
ment cannot be set too fast, else it will defeat its object 
by ejecting the white settler, who has now become an 
integral part of the economic structure, and always takes 
the lead in every department of production and marketing. 

Yet it should be possible without hardship to anyone 
to guide the activities of the native, so that unfair com- 
petition resulting from different standards of living would 
not occur. The first object is, of course, to improve native 
standards of living. A great deal is being done already 
in this direction, but there are many features of the 
present system that require correction. For example, it 
is not done by giving the native more money to spend. 
Again, however clean and well-run the town native loca- 
tion to which natives employed in town are rele- 
gated, no civic sense can be developed in it. Though 
they live in greater comfort there than in their kraals, 
they can play no part in the organisation. For reasons 
of public health alone, it would be dangerous for European 
municipalities to allow the natives to organise their own 
locations, which are in close proximity to the European 
quarter. At the same time, from mission and government 
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schools throughout the country, native tradesmen are 
coming into European towns, there to compete with the 
white tradesmen for at least part of every year. For the 
rest of the year they can retire to their country homes in 
the reserves. This is all taking place before the natives 
have risen to anything approaching the stage of civilisation 
of the white tradesmen. 

The time has come when the native should be guided 
towards building up native towns in the native areas. 
The Native Affairs Act now in existence is a beginning in 
the matter of self-government. It provides for Native 
Councils in the reserves and recognises chieftainship 
and other native institutions there. While it is good 
in so far as it seeks to build on native foundations, it is 
bad in that it is equivalent to hoping for good results in 
government in Great Britain, after condemning the people 
to take no part in public life except in the case of rural dis- 
trict councils. The cultural value of the town is entirely 
neglected, and not enough is made of the fact that the 
native to-day is not the native of forty years ago. At the 
same time, native names appear on the same voters roll as 
European names. This is out of keeping with the principle 
of gradual education in government. It is a survival from 
the traditions of the Cape Colony, where the common 
roll was instituted at the time when public worship of the 
franchise was at its height. Great numbers of Rhodesians 
believe that the franchise does very little for the poor and 
ignorant, and that the native vote in the Cape is a play- 
ground for unscrupulous politicians. They hold, therefore, 
that there is no excuse for not confining the native vote 
in Southern Rhodesia to the native institutions which 
the native can understand, gradually widening his “ sphere 
of influence ” as he progresses. 

The Reform party, which will oppose the Rhodesian 
party at the general election next year, is not anxious to 
make party politics of the native question, but it holds 
that the present Government has made a mistake in resting 
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on its laurels after its accomplishment of the Land 
Apportionment Act. The party is anxious to take steps 
towards what Lord Lugard has laid down as the aim: 
“in matters social and racial a separate path, each pursuing 
his own inherited traditions, preserving his own race 
purity and race pride ; equality in things spiritual, agreed 
divergence in the physical and material.” In Professor Henry 
Clay’s Report on Industrial Relations in Southern Rhodesia 
occurs the following sentence, which seems to present the 
Rhodesian party’s view—the italics are the writer’s: 
“The relation of advanced and backward labour is much 
more complementary than competitive. The increased 
employment of natives increases the number—and possible 
remuneration—of supervisory, responsible and specially 
skilled posts which white men must always fil.” 

Every social and economic problem in the Colony is 
interpenetrated by the native problem, but, lest the reader 
should tire of looking at the country from that angle, let 
us adopt another viewpoint. 

Before passing on, however, it should be mentioned 
that there is another local cause of unemployment besides 
the one described on a previous page. It is the loss of 
the chrome and asbestos markets and the outbreak of 
foot-and-mouth disease already referred to. The usual 
palliative methods of providing work on roads and public 
works have been adopted by the Government, but, except 
for equipping a few prospectors and paying them, none 
of the large sum voted for the relief of unemploy- 
ment is being devoted to the development of the Colony’s 
resources in a direct way, and the road programme actually 
adopted is neither essential nor within the Colony’s 
financial means. This brings up the question of the 
financial situation. 


The Financial and Economic Position 


In order to give some general idea of the country’s 
financial position, a summary statement, showing the 
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estimated balance of international payments of Southern 
Rhodesia for the year 1931 is appended. It was elicited 
from the Government by Captain Downes, an Opposition 
member during the last session of the Legislative Assembly. 
The figures were given subject to slight amendment. 
A glance at this statement will make it clear that the 
Colony’s profit and loss account for 1931 shows a loss of 
£3,067,000, and its cash account shows that, to meet that 
loss, it received £187,000 of invested capital and added 
£2,880,000 to its floating indebtedness. 

The premium on gold production has given a fillip to 
the gold-mining industry, and in an effort to balance the 
budget a tax has been placed on that premium. Civil 
servants’ salaries were also reduced in November last 


year. 
In 1930 the four largest exports were as follows :— 


Gold or .. £2,224,028 Chrome ore .. £441,350 
Asbestos .. .. 620,400 Cattle for slaughter 340,645 


Last year foot-and-mouth disease broke out here and 
there, and the export of cattle to the Union, above all, 
entirely ceased. Since 1930, too, asbestos and chrome 
exports have rapidly dwindled away, due, it is said, to 
foreign competition. Judging from a recent speech by 
Major Hudson, the acting Premier, the Rhodesian party 
are resigned to the total loss of the chrome ore export 
owing to the Colony’s distance from a port and from world 
markets. The Reform party believe that a reduction of 
4s. a ton on railage of chrome ore to Beira would have 
saved the situation, and do not despair of recapturing 
both the chrome ore and the asbestos markets. 

The main industry of Northern Rhodesia until recently 
was copper mining. The closing down of many of the 
copper mines owing to the present state of the copper 
market has had its effects upon Southern Rhodesia, since 
Northern Rhodesia is Southern Rhodesia’s best customer 
for agricultural products, for locally manufactured articles 
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such as soap and oils, and for many articles imported for 
the purpose of re-export. 

The fact that the Union of South Africa is “on the 
gold standard,” while Southern Rhodesia is linked to 
sterling, is fast killing trade with that Dominion, while the 
customs agreement between the two territories, which 
was made before the foot-and-mouth disease broke out 
here, now operates very adversely to Rhodesian interests. 
There is a growing demand that the agreement should 
be revised or abrogated altogether. Southern Rhodesia 
has, of course, no seaboard, and its natural port is Beira 
in the Mozambique Company’s territory, but the Portuguese 
administration of that port is such that many exasperating 
delays occur. 

The cessation of the export of chrome and asbestos 
suggests to the superficial observer—at all events the 
opinion is fairly widespread—that the interests of the 
Colony possibly conflict with those of powerful corpora- 
tions which have a controlling interest, and which may not 
be ready at the moment to develop these minerals further. 

This brings us to the mineral rights question, which 
has been a battle ground for politicians for many years. 
Mineral rights are the outcome of British policy. When 
the scramble for Africa was taking place, the Imperial 
Government recognised as valid treaties with native chiefs, 
and the British South Africa Company’s agents secured 
concessions from the Matabele chief Lobengula. A charter 
was granted to the Company, recognising the rights that 
it claimed to have acquired from Lobengula, and other 
executive Acts of the British Government, including the 
Letters Patent conferring a Constitution on the Colony 
in 1923, reiterate this recognition by implication. The 
Rhodesian party has, until this year, held to the view that 
the Company has an indisputable title. At the last session 
of the Assembly, however, the Premier, Mr. Moffatt, 
under strong pressure, took the line that, though the 
Government was convinced that the minerals belonged 
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to the Company, and that even a legal decision affirming 
this would not check the grumbling that went on in the 
country because a commercial company owned the minerals, 
he thought that the matter should be decided by a com- 
petent tribunal. The Company was asked if it would go to 
arbitration. It refused, and made a counter request that 
the Government should give an unequivocal recognition 
of its rights to the minerals. This the Government refused 
to do. In his Dual Mandate in British Tropical Africa 
Lord Lugard has pointed out the folly of vesting the 
land or minerals of an African State in a commercial 
company. Be that as it may, there are many who think 
the original vesting of mineral rights in the Chartered 
Company was sufficiently vague in its terms to admit of 
legal controversy as to its validity. The result of any 
action which may be taken will, therefore, make interesting 
reading. No provision was, however, made in the esti- 
mates for 1932-33 for taking the case to the Privy 
Council. 

Rhodesia, being land-locked, is absolutely dependent on its 
railway system. This is controlled by the B.S.A. Company, 
which, in turn, claims the ownership of the minerals, not 
only in Southern but in Northern Rhodesia as well, 
and has also the citrus fruit export trade in its hands, 
besides large interests in almost every field of production. 
The scene is certainly laid for a conflict of interests between 
the Colony and the Company, and it would be futile to 
ignore that fact. The peculiarity of the Rhodesian 
economic field is that it contains practically only one 
capitalist—the powerful financial group which comprises 
the B.$.A. Company and its subsidiary companies. Possibly 
the high cost of living and the high scale of wages which 
have obtained in the Colony ever since the white man came, 
in 1890, would have been brought down, if either Rhodes 
had been spared to guide the affairs of the Company, or 
if the State could have taken over the railways when 
responsible government was granted. ‘The giant, Mono- 
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poly, however, has now been with the people so long that 
it is only in hard times like the present that they begin to 
stir uneasily under his rule and to wonder how far he will 
go. Even a slight trade revival before the next general 
election will probably have a soporific effect. The Reform 
party’s view is that holders of monoplies can be obliged 
to work them beneficially, that greater control over the 
transport system must be obtained by the Government, 
and that business men abroad are wrong to believe, as they 
seem to believe, that the Colony is the special preserve of 
the B.S.A. Company. It proposes a publicity campaign 
to advertise Rhodesia’s enormous mineral resources, and 
hopes thus to attract capital for development purposes. 


Future Prospects 


A few of the major difficulties of the country have now 
been presented. The people might have gained more 
confidence in the Government if the appended summary 
of international payments had been discussed at the 
last sessions of the Assembly and a frank statement 
made by the Government in regard thereto. The 
Government, however, decided to shelve the matter, and 
produced a budget which showed a deficit for the first 
time in its long term of office. It pinned its faith to the 
Ottawa Conference, where it was represented by Mr. 
Moffat, and the Treasurer, Mr. Fynn. At the Conference 
the most striking preferences gained for Rhodesian exports 
were on copper, citrus fruits, dairy produce and maize, 
though it remains to be seen whether maize can be produced 
at a profit for export even with the aid of the preference. 
The existing preference on tobacco was retained, which 
is a matter for rejoicing, since tobacco is the one crop 
which can be grown over almost the whole Colony on the 
sand veld that forms 80 per cent. of its surface. It is 
likely to be a fairly stable export commodity as long as 
peoplesmoke. The dairy industry is being developed, and, 
the Reform party believes, can be developed stillfaster, It 
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has already been stated that the export of copper and citrus 
fruits lies in the hands of the B.S.A. Company. The 
Company, therefore, may well feel pleased with the results 
of the Conference. 

The Labour party is not strong enough to gain a majority 
at the next elections in a Legislative Assembly of thirty 
members, but it is quite probable that it will hold the 
balance of power. Its policy is a less thoughtful and less 
complete edition of the Reform party’s, and has little 
resemblance to the policy of any European socialist party. 
This is to be expected in a country where there is really 
only one thing to be done, and that is to develop natural 
resources. Natural resources cannot be developed without 
capital, and capital has a way of bringing with it the ideas 
of the capitalist. Both the Reform and the Labour parties 
are socialist in tone in so far as they hope for greater 
activity from government, and in seeing that Capital with 
a big C does not take the bit between its teeth. 

The Reform party has been struggling to produce a 
sound policy for many years, but has been handicapped 
by changes in its leadership and numerical weakness in the 
House. At the beginning of the year, however, it added 
three Independents to its ranks and thus brought its 
numbers up to seven. Two of these Independents for- 
merly belonged to the Rhodesian party. One of them was 
Mr. G. M. Huggins, F.R.C.S., probably the most popular 
figure in public life in the Colony, who was elected leader 
of the Reformers at their Congress last July. The party 
thereafter began to attract new members, particularly 
from among the younger men, and, though some of the 
lesser lights have a good deal of leeway to make up before 
they gain public confidence to the extent that their leader 
has it, it can fairly be said that the chances are even in the 
coming contest. The Reformers have begun their cam- 
paign early. The Rhodesian party is holding its hand, so 
that it cannot be said what new features there will be in 
its policy. Two straws which may indicate the way the 
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wind is blowing are that, whereas about a year ago the 
Premier received a vote of no confidence from a meeting 
of his constituents, Mr. R. A. Fletcher, who was dismissed 
from his office of Minister of Agriculture and Lands by the 
Government at the beginning of this year, was assured 
by his constituents that they would support him, whatever 
party he stood for. 

The Reform party has long been working for that amal- 
gamation of the two Rhodesias which the Chartered Com- 
pany long ago suggested. Latterly, the Rhodesian party 
leaders have begun to toy with the idea. The vast tract 
of hot infertility that is Northern Rhodesia is a big respon- 
sibility, but time and the copper market may justify the 
step, especially if Nyasaland will join in. A British 
central African federation of States sounds attractive, 
though it will always have to be remembered that climate 
and native policy will make for different principles of 
administration in the north, where the White Paper policy 
is accepted. If local politicians of all parties are to be 
believed, Rhodes’s dream of unity from the Cape to the 
Zambesi seems to have been nothing but a dream. 

An outlet to the west, either to Walvis Bay in the Man- 
dated Territory of South-West Africa or to Tiger Bay in 
the Portuguese colony of Angola, is the ambition of the 
Reform party. If a railway is built, it should be State- 
owned. It would be a kindly act on the part of Great 
Britain to render assistance. About {2 million would be 
required to connect the Colony with Walvis Bay, though 
Rhodesians realise that this route might raise difficult 
problems in relation to the Imperial Bechuanaland Pro- 
tectorate and the Mandated Territory. Probably the route 
to Tiger Bay would be preferable along a railway corridor 
bought either from the Union or acquired from Portugal, 
which might possibly find the cession a convenient 
method of liquidating part of her debt to Great Britain. 

Southern Africa. 

October, 1932. 
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APPENDIX 


Tue Estimatep BaLance oF INTERNATIONAL PAYMENTS OF SOUTHERN 
RHODESIA. 
Credits. Debits. 
(Exports (Imports 
visible and visible and 
invisible). invisible). 
£ £ 


1,000 1,000 1,000 





I. Merchandise Sy: 5 «0... 3,000 5.493 (—) 1 ,893 

II. Bullion, specie and currency notes —2,443 192 (+) 2,251 

Ill. Interest and dividends .. fie 42 1,862 (—) 1,820 
IV. Other current items (¢.g., transport 
charges on goods, expenditure 

of foreign tourists, etc.) = 3 SESHEO 3,164 (—) 1,605 








7,664 10,711 (—) 3,067 








Caprtrat [rems. 
I. Long term operations, Capital in- 

vestments within and without 

the Colony, including sinking 

fund payments and Government 

assets held abroad a ee 187 
II. Short term operations. Net in- 

crease of floating indebtedness (+) 2,880 





Total capital items a, eee (+) 3,067 





Total, allitems .. a4 3 — 








NEW ZEALAND 


I. Tue Orrawa ConrFEeRENCE 


HE leading event of the quarter under review was, 
of course, for New Zealand, as for most of the 
Dominions, the Ottawa Conference—a drama enacted far 
from her gates. ‘The decisions arrived at were necessarily 
kept back until the last moment, and it is now apparent that 
the news cablegrams* that reached us during the Conference 
were for the most part pure surmise, tending to mystify, if 
not to mislead, the reader. The story which gradually 
emerged from them, as far as New Zealand was concerned, 
bore little relation to the policy outlined when the delegation 
left our shores. Nor did the mailed accounts, which arrived 
some weeks later, do much to remove the obscurity. It was 
only when the delegation returned that thefacts becameclear. 
Our last article,} it will be remembered, told how, at the 
eleventh hour, it was decided that Mr. Coates should lead 
the delegation, and it described the preparations for the 
Conference which, although there was no opportunity for a 
regular debate in Parliament, were much more thorough 
than on any previous occasion. The primary producers 
and manufacturers, who were directly represented on the 
delegation, took part in the preliminary work as well as the 
Government, and in March the committee of the Cabinet, 
set up months before to study the agenda, heard the views 
of thé various interested sections of the community. 

The Government’s proposals were outlined by Mr. 
Forbes on June 25. The facilities Great Britain might 
accord to the Dominions were, he said, ‘‘ the maintenance 
and extension of the preference at present granted by her, 


* New Zealand relied for her news upon Australian press correspondents. 
+ Tus Rounp Taste, No. 88, September 1932, p. 931. 
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and the further opening of the United Kingdom market 
by the regulation of the importation of foreign products 
into that country.” “It is a matter of general agree- 
ment,” he continued, “ that tariff barriers, rising higher 
as they have since the war, are a cause of trade dislocation 
and depression. We welcome any promise of a lessening 
of restrictions, so as to permit of a freer exchange of goods 
in the normal course of trade.” 

From this casual reference no one would have guessed the 
important part that the idea of regulating imports into 
Great Britain was destined to play in the debates at Ottawa. 
It was, however, challenged at the time by a far-seeing 
representative of the farming interest. Mr. H. D. Acland, 
their president, warned the Sheepowners and Farmers 
Federation that “ the principle of the quota in any form was 
a dangerous one. . . . Once that was applied to foreign 
produce,” he pointed out, “ it was only a step to apply it to 
Dominion meat and butter. Where would the balance 
of New Zealand lamb, butter, etc., be marketed, if Great 
Britain did not take it?”” ‘There were, he remarked, really 
two British Empires, a political and an economic one, and 
the British elector was not likely to forget that the Argentine 
was a member of the economic Empire. 

The Conference had already made some progress before 
it was possible for us, at this distance, to guess the dominant 
issues. It appeared, however, that Mr. Coates’s anxiety 
to secure a full market for New Zealand lamb had placed 
him firmly by the side of Mr. Bruce, who, for his part, was 
trying to get an assured market for Australian beef; but 
how this had come about was by no means obvious. Nor 
did a full report of Mr. Coates’s opening speech, which 
reached New Zealand on August 16, make the position any 
clearer. The following passage gives the gist of the speech : 


It is, we think, necessary (said Mr. Coates) that, in the present 
emergency they [tariff preferences] should be aided by some more 
direct means. For this reason we support . . . the judicious application 
with respect to selected commodities of the principle of the quota 
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to govern the importation of non-Empire products into Empire mar- 
kets. In no case do we think the quota . . . should apply to products 
of the Empire ; but the end can be best achieved by taking power to 
restrict the volume of foreign imports. This is an unusual course, 
but prevailing conditions are so highly abnormal that we are forced 
to regard it as necessary. . . . At the appropriate time we shall be 
prepared to discuss the application of the principle of the quota 
to selected articles of import into New Zealand. New Zealand is 
concerned at the threatened flooding of the markets on which we 
rely ; and in respect to dairy produce, meat and fruit we think that 
a quota on imports from foreign sources into the United Kingdom is 
urgently necessary. 


In the absence of any trustworthy account of the debates, 
or of any official statement, there was a distinct tendency to 
criticise Mr. Coates’s attitude as being rather too insistent, 
too ready to ask, and too apt to lose sight of the reciprocal 
aspect of the negotiations. Even newspapers which had 
consistently supported him joined in this chorus. No 
doubt, one of them suggested, the Australian press cor- 
respondents, in their desire to make a graphic story out of 
insufficient material, had exaggerated the Dominions’ 
demands and the way in which they were put forward, an 
impression that was strengthened by Mr. Baldwin’s 
statements, which read like dignified reproofs of the 
importunities of the overseas delegates. 


We do not believe (said the Dominion on July 30) that Britain 
would have stated the hard facts if the Dominions had not asked so 
much and apparently been so oblivious of what they were already 
receiving. ‘There seems no limit to their pretensions. ... For the 
past week the Dominions’ representatives seem to have been wholly 
occupied with agreeing on what they shall ask of Britain. It is 
high time they remembered the mutual principle and returned to 
reciprocity in spirit and in deed. 


Another strong Reform paper, The Press, of Christ- 
church, wrote as follows : 


The meat scheme is only one example of proposals which involve 
for Great Britain the consideration of a wide range of issues. She is 
still the leading commercial nation in the world and it is far more 
important to the Empire that she should maintain this supremacy 
than that the Dominions should enlarge their share of her trade. 
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It was not surprising, in view of the tone of the cable 
grams, that this critical feeling persisted here throughout 
the Conference. As late as August 15 the Otago Daily 
Times insisted that the Dominions must make sufficient 
concessions to justify their requests for assistance. The 
Dominion felt that, if the reports of the Conference were 
correct, Mr. Bruce and Mr. Coates were “ displaying almost 
an excess of zeal.” The New Zealand Herald asked its 
readers to appreciate the difficulties of Great Britain in 
meeting such demands. These are all Reform papers; the 
Independent Evening Post also on August 16 stigmatised 
the negotations as “ inglorious warfare.” 

It is only fair to say that this criticism of Mr. Coates was 
to some extent prompted by resentment at the propaganda 
which had flooded the country from the moment the 
Conference was first mooted until the departure of the 
delegation. It was also partly due to that feeling of almost 
passionate attachment to Great Britain which is always a 
factor in New Zealand public opinion. The average New 
Zealander, with no personal interest at stake, was 
rather shocked to find New Zealand apparently aligned 
with Australia and South Africa in opposition to Great 
Britain. But the prominence given by the press to the 
demand for the quota is now seen to have been exaggerated 
—it took the public by surprise. They were, no doubt, 
themselves to blame for this, for the quota proposal had 
been definitely before the country ever since the Govern- 
ment invited suggestions for the Conference. The New 
Zealand Gazette, for instance, asked people on March 31 to 
consider the question whether “any action by way of 
quota schemes, bulk purchase schemes, or otherwise, should 
be adopted in any part of the Empire to restrict, limit or 
control the quantity of goods which may be imported or 
exported from any part of the Empire.” But with the in- 
formation they had, how could the uninitiated public of 
New Zealand possibly have known that the British delegates 
had, from the outset, refused to entertain any idea of a tariff 
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on foreign meat, but were themselves insisting on a limita- 
tion of imports. It is obvious that Imperial Conferences 
thus reported run a risk of being wrecked on the rocks 
of a misinformed public opinion. 

When the cabled précis of the twelve agreements between 
the various units of the Empire appeared in our press on 
August 22, there was a general chorus of satisfaction. 
Perhaps it was the reaction from the suspense which, 
according to the cablegrams, marked the last days of the 
Conference that banished the disposition to be critical. 
Mr. Forbes generously acknowledged that success “ was 
rendered possible only by the broad Empire view taken by 
the British delegates, and adopted by the Conference as a 
whole. In the absence of such a spirit the interests of the 
British Commonwealth might well have suffered a grave 
injury.” He welcomed the agreements, which New Zea- 
land would of course carry out both in the letter and in the 
spirit, reminding the public at the same time that “ the 
advantages thereby accruing would no doubt entail some 
sacrifice by the community. This,” he felt confident, 
“would be cheerfully accepted by the people of New 
Zealand, regarding the matter from the broadest possible 
viewpoint and not with any narrow spirit or sectional 
interest.” 

The fears of the meat producers that a limit was to be 
imposed on New Zealand exports were allayed by Mr. 
Coates making public his letter of August 19 to Mr. 
Baldwin, in which he undertook that the Dominion, in 
order “to assist in the orderly marketing of supplies,” 
would give a reliable estimate as early as possible in each 
export season of the mutton and lamb to be shipped in it— 
the shipments are likely to be the same next season as last, 
i.€., 200,000 tons, and to increase § per cent. in each of the 
two following years. In view of this undertaking, no 
restrictions will be placed by the British Government upon 
the importation of any meat from New Zealand until 
June 30, 1934. 

231 





New Zealand 


If I may say so (said Mr. Coates) we may describe the agreement 
as a “ gentlemen’s agreement.” You may be able to drive a coach 
and four through the agreement, but this might be said ot most 
agreements. 


Examples of press opinions on August 22 and the 
following day are appended. They contain references to 
the quota, and there are some interesting second thoughts 
on the position of New Zealand industries under the new 
agreement. Mr. Coates’s comments on the latter question 
a month later were as follows : 


There were (he said) only a few tariff items in which New Zealand 
was to lower her tariff rates. None of the rates agreed upon would 
expose local industries to unreasonable competition. All were keen 
to build up industries in New Zealand, but there must be some 
basis of competition. We can’t have it both ways. 


He added that the manufacturers of the United Kingdom 
would have the right they had always enjoyed of presenting 
their views on any tariff changes. The Prime Minister, on 
the same day, reminded the country that : 


If arrangements had been made whereby preferences were granted 
to Dominion products, the people of the Dominion should remember 
to respond by buying Great Britain’s products. That was a fair, 
indeed necessary, policy, and one which should not be forgotten. 


Mr. Stewart’s Visit to London 


The decision of the Government that Mr. Downie 
Stewart, the Minister of Finance and the Secretary of the 
Treasury, should visit London after the Conference was 
no surprise. It had been freely suggested before he left 
New Zealand that Mr. Stewart might do good service by 
getting into personal contact with the City, and the public, 
clutching at any straw, had a vague idea that by some magic 
touch he might be able to lighten New Zealand’s load of 
debt. The successful conversion of Great Britain’s war 
loan encouraged hopes that New Zealand’s interest bill 
might be scaled down in the proportion of § to 3%. The 
Auckland Star, for instance, thought that “ there was no 
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reason why inter-Empire debts should not be discussed 
without delay, and asked to what length Britain could go 
to give the Dominions assistance” ; and the New Zealand 
Herald rejoiced that in Mr. Stewart the Dominion had a 
skilled representative “ possessing those qualities of char- 
acter and mind which will safeguard the country’s honour 
in any request for concessions.” The Press, however, also 
a Reform organ, warned its public that “ it would be quite 
unreasonable to ask for sweeping conversion of the oversea 
debt before dealing as sweepingly with the internal.” 
A statement appended to the last budget showed that 
between 1932 and 1938 (both years inclusive) debts 
amounting to {55,051,787 would mature, and of this sum 
only {£50,100 was in London, {2,342,950 being held in 
Australia and {52,658,737 in New Zealand. To the London 
amount there must, however, now be added the {5,000,000 
loan recently raised at 5 per cent. which matures in 1934. 

It had been expected that the export licence orders-in- 
council of December 22, 1931, under which the Government 
had a first call upon New Zealand exchange credits in 
London, would have to be kept in operation until the end 
of the year. The raising of the {5 million loan in London 
in April has, however, relieved the position, and the pool 
was abolished as from July 1. Since then the exchange 
has been subject to ordinary market influences. There 
was no marked movement in the rate when the market 
became free, and business has since been done at about 
10} as compared with Io per cent. under the control. 


II. Domestic ProsBLems 


The Land Question 


HERE is general agreement that an essential condition 
of our recovery is a rise in the price of our produce. 
The question naturally arises—and so far it has had no clear 
answer—what increase would be acceptable? It has been 
suggested that the prices ruling three years ago would 
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suffice, but an increase that would satisfy the dairy farmers 
would not satisfy the wool growers, who during the season 
just closed received an average price of 5-26d. per lb. as 
compared with 14-99d. in 1928-29. 

Unfortunately, New Zealand land, like that of so many 
other new countries, has not yet passed out of the specula- 
tion stage into the more stable, if less showy, conditions 
which make for expert farming. A large number of farmers 
are staggering under mortgages which bear too high a ratio 
to the capital value of their holdings. Just what the weight 
of this “‘ monkey ” on their back amounts to it is impossible 
to estimate. Suffice it to say that, for years past, the 
farmer’s friends, frankly confessing his dependence on the 
rentier, have put the interest charge at the head of the 
sheet in their estimates of the cost of production. With 
this heavy charge to meet before he can hope to reap any 
profit, it is little wonder that the farmer has turned from one 
expedient to another in search of relief. The sheep returns 
show that the flocks have been reduced since 1929 by 
2,235,068 head, or 8 per cent.; last season 1,500,000 more 
sheep and lambs were slaughtered than in the previous 
one, a result partly due to the financial straits of the 
farmers. Yet, on the other hand, there has, in the last 
two seasons, been an increase of 280,000 in the total number 
of dairy cows, and though, according to the annual report 
of the Dairy Produce Board, the yield of butter fat per 
cow shrank from 218 lb. to 185 lb. between 1929 and 1932, 
the total output of the industry has increased. The 
depression has now lasted for at least three years, and many 
farmers, by reason of their inability to pay interest, have 
been reduced to the position of caretakers. 

It might then reasonably be supposed that the price of 
land would have dropped substantially, and that prospective 
small farmers would be able to obtain farms on reasonable 
terms. This does not, however, seem to be the case. 
Though “ walking off” is a cliché at the moment, there 
are in reality few vacant or derelict farms available for 
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new men. A number of mortgages have been made less 
onerous, and Parliament has reduced the general rate of 
interest on mortgages by 20 per cent. Large sums have 
also been voted to subsidise the supply of fertilisers, and 
many have reaped some benefit from the swing of the 
exchange. Yet it is obvious that a considerable number of 
farmers are trying to carry on at valuations which bear no 
relation to the present earning capacity of the land. 

The public lending departments—the Public Trust and 
the State Advances—are of course in the same position as 
other mortgagees, and Mr. Ransom, the Minister of Lands, 
talking things over with the New Zealand Farmers Union, 
told them that 


the present is not the time for revaluation of either Crown or private 
lands. I am not sure where it might lead to if we attempted to 
revalue. It has been suggested that the valuation should be put 
back to the 1927 level, but I do not think we could reach any general 
level of treatment or general revaluation basis as at any particular 
year. . . . Our objective is to try to retain all our farmers on their 
farms. 


The arrears of rent owing by crown tenants on March 31 
amounted to {1,289,117, and postponements to £298,388, 
a total of more than {14 million. Mr. Ransom suggested 
that it would be a very serious responsibility to wipe off 
this large amount. The fact is that at present there are 
no quotable prices for land, for there is no real volume of 
business in a free market upon which such prices can be 
based. 

The uncertain position prompted the Governor-General 
to utter a timely warning against a renewal of speculation. 
Speaking at the Royal Empire Society in Christchurch on 
August 12, His Excellency said : 


Land as a source of wealth ceases to function if it is the object 
of violent speculation, and practicable measures for avoiding a 
repetition of this anti-social process are worthy of the serious 
consideration of economists and legislators alike. The stable 
country is one in which husbandry is a profitable occupation, and 
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in which there is no violent fluctuation of land values as a result 
of the operations of those whose main object is not to win a living 
from the land but a temporary profit at its expense. Before pros- 
perity returns this problem will have to be resolutely attacked. 


That there is a demand for land in cases where capital 
is not required was made clear early in August by the 
Minister, who stated that during the past three years 
2,080 crown sections had been taken up, aggregating 
738,000 acres. 


The Price of Wheat 


In face of the partial failure of the wheat crop last 
summer, the outcry against the high duty on imported 
wheat shows no sign of abating. For the past decade the 
price has been regulated by a Statute passed primarily to 
protect the New Zealand growers who are mainly in the 
South Island province of Canterbury.* This year the 
Government had themselves to go into the market to make 
good the shortage, and last June they purchased 850,000 
bushels in Australia, fixing the rates at which it should be 
sold in New Zealand so as “ not to disturb internal price 
levels.” This led to a renewal of public protest. The 
Auckland Chamber of Commerce was especially incensed 
at the application of a discriminating duty to equalise 
prices between North Island and South Island centres. 

Although the justification of a tariff has (it said) always been the 
protection of the local grain industry, the Government is now im- 
posing a purely revenue duty on wheat, and this at a time when 


poverty stalks in the land. No more inopportune time than the 
present could have been chosen for this. 


The press on both sides of politics joined in the protest. 
The Dominion, for instance, when the legislation was first 
passed, remarked : 


Hardly a day passes without some public body pointing out the 
handicaps suffered by New Zealand as a whole through the monopoly 
enjoyed by the Canterbury wheat growers. This monopoly pre- 

* Tue Rounp Taste, No. 60, September 1925, p. 850, and No. 63, June 
1926,"p. 666. 
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judices producers, traders and consumers at so many points that it 
is no exaggeration to call it a national incubus. . . . At a time of 
unequalled distress our daily bread is dearer than it need be. In 
this hard winter, moreover, the State is collecting a punishing tax 
on the raw material of human life. Wheat under milling grade 
costs twice as much as milling wheat in other countries. The 
Canterbury wheat growers are penalising . . . all the other pro- 
ducers. The wheat duties are truly a national handicap. 


At this juncture the Wheat Board issued a bulletin 
explaining that the failure of the crop was entirely due to 
the exceptional season, and that New Zealand can produce 
suitable wheat for bread of good quality. Further, the 
Wheat Agency Company, at the end of September, cir- 
cularised members of Parliament, denying that the duties 
had much influence either on the cost of living or on the 
pork and poultry industries. 


The Labour Position 


Looking back over the quarter it can be said to-day that 
the labour position—as distinguished from the unemploy- 
ment question—everything considered, gives distinct reason 
for satisfaction. It will be remembered that, during the 
last session of Parliament, the Industrial Conciliation and 
Arbitration Act was amended, in spite of the determined 
opposition of the Labour party, by substituting compulsory 
conciliation for voluntary conciliation and compulsory 
arbitration.* In the past, practically every dispute con- 
sidered by the Conciliation Boards had remained unsettled 
and been automatically passed on to the Arbitration Court. 
The hearing of the Conciliation Boards had indeed become 
a superfluous and expensive formality. Under the new 
Act, if a settlement is not reached before the Conciliation 
Councils, the existing awards automatically expire after 
the lapse of a month unless a majority of the assessors 
recommend a reference to the Arbitration Court. It is 
thus incumbent on both parties to try to reach a settlement 
in the first instance if possible. 


* Tue Rounp Taste, No. 88, September 1932, p. 913. 
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After the passing of this Act the labour unions prepared 
for a strenuous fight in defence of their rates of pay and 
standards, and, with the approach of the new exporting 
season, it was feared that there would be a concerted effort 
to force the hands of the employers by threats of a strike. 
For a few weeks the outlook was gloomy in the extreme ; 
nor did it improve when the first cases came up for hearing. 
The first one of any importance was from the coal-mining 
industry in Auckland province. Failure to reach a settle- 
ment under the new conditions (which involved a reduction 
of wages) had led to a suspension of work in the mines 
and to several abortive conferences. At this stage, how- 
ever, the Governor-General made a strong appeal to both 
parties at Helensville. 


I earnestly exhort both parties to this ill-timed dispute (said 
Lord Bledisloe) to get round a table as soon as they possibly can 
in a friendly spirit, and with a readiness to give credit to each other 
for fairness of intentions and honesty of purpose; and resolutely 
to seek at least a temporary agreement until the nation’s present 
acute distresses are overpast. 


Later in the day the Government invited delegates from 
both sides to meet in Wellington under the chairmanship 
of the Minister of Labour, and an agreement was reached 
the following evening, the miners resuming work on July 12 
after five weeks idleness. 

Close on the heels of this trouble, came the dispute of 
the waterside workers—the terms of the Auckland ship- 
owners (also involving a reduction in wages) had been 
unanimously rejected at a ballot of the workers and 
the ports of the Dominion were unsettled for weeks. 
Awards also expired affecting important branches of 
industry, such as meat-freezing, saw-milling and timber 
workers, shop assistants, tailoresses, and others. Though 
many casés remained unsettled, it was, however, already 
apparent at the end of July that the unions were not 
disposed to go to the length of a general strike, and the 
disputes were gradually settled one after another. At the 
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same time neither employers nor workers seemed ready for 
the atmosphere of real conciliation which the amended 
Act calls for. They have been accustomed for decades 
to fight at every ditch, and it took all the influence of the 
press and others to bring home the new duty of really 
trying to arrive at a settlement by friendly negotiation. 
The first noteworthy triumph of the new spirit was at 
Christchurch on August 12 when the parties to the coal, 
timber and saw-mills dispute came to an agreement without 
any necessity for the filing of counter-claims by the em- 
ployers. Five days later came the first settlement by a 
Conciliation Council of a Dominion-wide dispute, that of 
the shop assistants; later the miners in the South Island 
accepted the owners’ terms, and although the new terms 
generally involved a reduction of wages, there was one case 
at least, that of the Wellington tailoresses, in which an 
increase of pay was granted by the employers, coupled with 
a reduction of weekly hours, in return for a promise by the 
employees to adopt a “ team ” system of working. In the 
case of the shearers, the dairy factory hands and the water- 


side workers, however, the old awards still remain as they 
were, and the possibility of the export trade being interfered 
with is not quite eliminated. 

These inevitable reductions in wages have been received 
by the Labour leaders with a feeling akin to despair, and 
the New Zealand Worker appealed to the workers to unite 
and adopt “ a common policy to defeat the wage-slashérs.” 


Unemployment 


Meanwhile unemployment continues. In a statement 
to the House of Representatives, the Acting Minister 
showed that, for the week ending September 3, there were 
49,380 in receipt of relief under scheme V, 7,076 standing 
down, and 16,785 men and youths in employment provided 
through the Unemployment Fund—a total of 73,241 
males wholly or partially unemployed. The revenue from 
the fund, which is mainly derived from the ts. in the £ 
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tax on wages, salaries, etc., would, Mr. Hamilton estimated, 
probably yield £3,850,000 in the current financial year. 
He hoped that, after that month, there would be an appre- 
ciable improvement, and a surplus of £100,000 on March 31. 
As regards the cost of administration of the fund: 


It is questionable (said the Minister) if in any other part of the 
world the financial arrangements of the Government for handling 
the unemployed problem are as sound as in New Zealand. The 
whole of this money, amounting to between 34 and 4 million, is 
being raised by taxation and not from capital expenditure. The 
payments given to relief workers continue to be paid in return 
for work done. Most of this work is useful and is building up 
valuable assets for New Zealand without adding to the national debt. 


The duty of finding work for registered unemployed 
classed as fit falls on the local bodies. The Unemployment 
Board has hitherto been paying to the local authorities 
up to go per cent. of the statutory sustenance allowance 
for men for whom they cannot find work. Feeling, not 
unreasonably, that some of the local bodies were taking 
advantage of this to shirk their duty of finding work, the 
Board decided early in September to reduce its contribution 


from go to 50 per cent. In announcing this decision, Mr. 
Hamilton repeated the sturdy reply Mr. Forbes gave 
early in 1931, “ the Government’s policy all along has been 
no work, no pay.” 


Hopeful Signs 

Though by no means a pessimist, Mr. Forbes has 
acquired a distinct reputation, since he became head of the 
Government, for facing facts and calling a spade a spade. His 
blunt frankness in putting the financial position before the 
country indeed, without any attempt to minimise its serious- 
ness, commended him to the public as the type of man the 
occasion called for. Throughout the long months of 
depression he has been extremely guarded in his utterances 
so as to avoid exciting the dangerous delusion that the 
worst is past and the country on the high road to recovery. 
When, therefore, he did feel justified, a few months ago, 
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in indulging in a mild expression of satisfaction at the state 
of the public accounts, it was at once taken as a sign that 
things had touched bottom, even if the hoped for rise was 
not yet in sight. 

At the end of June the accounts for the financial year 
ended March 31 showed a deficit of {£2,140,819, or 
£400,000 less than the estimate made on the strength of 
the figures for eleven months of the year. “Such a 
shortage,” said Mr. Forbes, “cannot be accepted with 
equanimity, but ...we can at least derive some 
satisfaction from the fact that it is not as large as we had 
feared it would be. For the most part this deficiency is 
caused by the extraordinary expenditure on exchange 
(£374,000), and the subsidy to the unemployment fund 
(£1,120,000).” 

A week or two later the Prime Minister commented at 
Christchurch on the upward trend of the markets, especially 
for wool, and expressed his confidence that from now on 
there would be a steady improvement in general conditions ; 
there were many signs of returning confidence, and this in 
itself was an important step towards recovery. A week 
later a prominent business man, Mr. Shirtcliffe (chairman 
of the Royal Commission on National Expenditure), 
remarked, “ there are, I think, distinct indications that the 
lowest point of the slump has been passed.” 

The revenue figures for the first three months of the 
financial year, and the monthly returns of revenue and 
expenditure for the railway and post office departments, 
also indicated a slight upward movement, while the customs 
statistics showed every month a healthy, if in some ways a 
regrettable, surplus of exports over imports. ‘Though the 
prices of both wool and meat were still low, the new export 
season thus opened under distinctly favourable conditions. 
The benefits to be expected from Ottawa have lost nothing 
in the telling, and the feeling that something good would 
come of the Conference helped to infuse the germ of hope 
into the public mind. 
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On September 2 Mr. Forbes went a step further and 
_ suggested that there might even be a reduction of the 
relief tax. ‘“‘ Things are,” he said, “ moving along very 
smoothly with the country’s finances. An improvement has 
taken place in the general trading position, and the national 
revenue is feeling the reflex of returning confidence.” 

During the winter the favourable visible trade balance, 
on the basis of value, has been well maintained. According 
to the Customs Department exports for the production 
year (which ends on July 31) were valued at (35,125,236, 
and imports at £23,036,562, showing a favourable balance 
of £12,088,674, the largest for the last ten years. The 
exports for the production year just ended were practically 
the same as for the preceding year, but {20,000,000 less 
than in 1928 and 1929. Imports, on the other hand, were 
valued at less than half of their average value for the whole 
of the period from 1923 to 1930. 

The Government Statistician reports that the dairy 
season just over was a record for output, though the average 
level of prices for the whole year was slightly lower than for 
the previous year, and considerably lower for butter. 


New Zealand stood second last year in the list of butter 
and also of cheese-exporting countries. So, on the whole, 
the customs figures amply support the cautious optimism 
of the Prime Minister. 


New Zealand. 
October 1, 1932. 
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APPENDIX 
SOME PRESS OPINIONS ON THE OTTAWA AGREEMENT, 


“There may be some who will be disappointed. . . . Nor should it be 
forgotten that the Dominions themselves were determined to continue 
the protection of their secondary industries against British competition. 
The drive to secure restriction on British imports of Argentine chilled 
beef has succeeded. . . . How far this is going to help the mutton and 
lamb market in which New Zealand is chiefly interested remains to be seen. 
. . . It also appears as if some limits are to be placed on Australian and 
New Zealand exports of mutton and lamb to Britain. This agreement 
cannot at present be regarded with equanimity. . .. Altogether the 
Conference has proved a first-class success. Looked at in comparison with 
its predecessors, it outtops them all. Regarded in the light of what had 
been possible a year ago it gives cause to marvel.”—The Dominion (Reform). 

“Most dairy farmers will be glad that the proposal to apply quotas to 
dairy produce was abandoned in favour of a quantitative preference. . . 
By themselves these preference agreements cannot substantially increase 
the value of Dominion exports. For both Australia and New Zealand there 
can be no return to prosperity without a rise in commodity prices.” —The 
Press (Reform). 

“The goal of reciprocal preference has been brought appreciably nearer. 
As an effort to raise and stabilise price the quota may have practical merit. 
It is a virtual invitation to South American countries to select for export 
to Britain only the highest quality and thus to intensify, on a qualitative 
basis, foreign competition with the Dominions, It is well that the quota 
arrangements are subject to early review, with the expectation that the more 
stable effect of preference may be advantageously substituted.”—The 
New Zealand Herald (Reform). 

“ The British Empire will not be made more lasting than Imperial Rome 
merely because its Dominions have been given tariff advantages over their 
rivals ; it will not be able to fulfil its tremendous obligations to the rest of 
the world by little family arrangements. Its prestige can be maintained, its 
advance assured, only by a universal realisation of their true responsibilities 
by the statesmen controlling every unit.”—The Sun (Independent). 

“ If there is a catch in any of these agreements it has not been deliberately 
inserted, and the miracle is that within a month such unanimous agreements 
should have been arrived at. . . . Ottawa is a beginning, and the possi- 
bilities are limitless.” —The Star, Christchurch (Liberal). 

“The development is not merely an event ; it is a revolution. We gave 
preference to the goods of the Mother Country because it was manifestly 
to our interest to assist the country that constitutes the main market for 
our own exports... . The character of the British Empire has been 
changed overnight, and that, surely, is a fact of tremendous historical 
importance.”—The Times, Christchurch (Liberal). 


“The question which secondary industries must soon face is whethet 
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they will rely on efficiency or on tariff protection for their continuance.” 
—The Evening Star (Dunedin). 

The Auckland Star, another strong Liberal organ, suggested that the 
reconciling of a lowered tariff with the policy of fostering secondary industries 
“will present as delicate a task as any New Zealand Government has 
undertaken.” 

The Otago Daily Times said that “the agreement would not bring any 
gratification to industries in this country which are more or less dependent 
upon the protection they receive for their ability to carry on. Generally 
the prospect of a reduced tariff may be regarded as a challenge to the New 
Zealand manufacturer to strengthen his position, to organise his enterprise 
in a manner that will secure a maximum of efficiency.” 

The Christchurch Press believed that “ the Tariff Commission will have 
an unpopular and extremely difficult task. There will have to be much 
arduous negotiation, in which the Governments of the Empire will be called 
on to show the same patience and generosity as they showed at Ottawa.” 

The Christchurch Sun believed that “all but the strongest New Zealand 
manufacturing industries may be driven to the wall. There is a possibility 
that more has been given than may in the end prove to be economically 
expedient. The strongest industries are the ones that deserve to stand, 
but there are certain industries which deserve to be encouraged because of 
their potentialities. . . . The Government will be a poor servant of the 
people if it is so enthusiastic in its loyalty to Great Britain as to be negligent 
of its obligations to the manufacturers of this country and the people who 


rely upon prosperous factories for their welfare. It will be a bad day for 
this country if the manufacturing industries are butchered for the purpose 
of gaining new concessions for meat and butter.” 





